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INTRODUCTION

1., It is difficult in Prague to produce a balanced and
well-documented report on the Czechoslovak econony, based on
reliable and detailed facts such as can be found in the West.
For in Prague certain basic economic indicators are lacking
such as the figures for the balance of pavments, the volume’
of money, , the amount of bank deposits, etce

2. Moreover, even such statistics as are made gubllc are
_not infreguently vague, sometimes contradictory, and often <~

susceptible to the charge of being, at least in part, propagandlst
rather than real.

3. These statistics cannot usually be checked, except for
those concerning foreign trade. Consequently the whole statis-
“tical material has to be accepted for what it is - a collection.

of numerical values which can give only a general 1dea of the
trend of the country’s economy.

L. A second weak element in Czechoslovak statlstlcs lies
in the fact that they disregard the element of guality. For -
instance, when in the West we speak of the production of some
particular article (a complex mechanical product such as an
_automobile, an apparatus for domestic use like a washing-machine,
or some article of clothing) there is slways implicit a certain
technological and qualitative norm common to every country. In
.practice it is merely taste or custom that determine the pur-

chaser’s choice between similar goods or products offered bJ the
.varlous countrles competing to selle

5. This is not the case in Czechoslovakia, where the
inferior guality of the average production, as compared with
that of the West, is such as to falsify in many 1nstances the
'real significance of statistical data.

6. To give an everyday example, aécordlng to: the figures
for production published in Czechoslovakia, the latter is'thecountry

"~ with the highest per capita consumption (or purchase) of shoes.

This would lead to the conclusion (applylng, naturally, the
concept of qualitative uniformity in production such as can be
taken for granted in the West) that the average Czechoslovak

citizen is the best-shod person, with the biggest range of shoes,
in thg world;', ,

: Te But this conclusion, true though it is on the basis of
statistics, is cencelled out, in practice, by the aforementioned
factor of gualltx, so that one of the most appreciated glfts that
the Western visitor can pring to a Czcchoslovak friend is in fact
a pair of shoes of real, long wearing leather, an object of

. .normal production.in the neighbouring non-Socialist eountries - -

but virtually impossible to find of local manufacture.

~3m NATO CONFIDENTIAL
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8. This very ordinary example - to which we confine
ourselves so as not to weary the reader, but which could be mul-
tiplied by other simnilar cases -~ is a proof of the way in which
the economic observer in this country has to rely in forming his
Judgment on an empirical examination of the econcmic conditions
as they appear to himself, rather than on studying the

published figures.

9« In any case, however, one thing is certain: namely,
that the Czechoslovak economy finds itself today in a largely
static phase, in which it is difficult to discern signs of an

immediate dynamic. revival such as might suggest that this stagna-.

tion is merely transitory rather than due to structural factors,
as some economists in the West - and perhaps in the East too -
seem to thinke _

10, It is now sixteen years sincec rigidly Marxist ideas were
imposed on the country’s economic life - and in this connection it

is worth recalling that Czechoslovakia is the only one of the
satellite countries to be described, like the U.,S.S.R., as a
Socialist Republic, not merely a Popular Democracy. The static
economic situation just mentioned has led to a veiled but none
the less real recognition on the spot that the systems adopted
have failed in practice, and that a change of methods will be

needed if the country is to be given that impetus of dynamism and
technological development that Western Burope has shown it possesses

since the War.

11. But many members of the Stalinist old guerd are still in

positions of authority; moreover the population is by nature

submissive, and this makes any reaction on their part belated and

easy to control. Thus development in a less dogmatic direction,
however real, is timid and véry slow (1).

12. In addition, as a further result of the cautious attitude
gdoPted by the leadership, the evolutionary principle in question
1ls represented as a natural phenomenon of intra-liarxist conceptual

development (of which Yugoslav methodology and practice have,

though only of recent months, been adduced as an enviable example),
~rather than as a process of rapprochement towards some of the s till

condemned precepts of a free economy, which in fact it is.

13+ Consequently in Czechoslovakia "revisionism" has not yet
advanced as far as it has in Rumania, Poland, Hungary, or cven in

the U.S.S.R. itself, The principles advanced in the U.S.S.R.,
first by Professor Libermann and subsequently by Academician
Trapezplkov, have been only partially accepted in Czechoslovakia
by a minority of economists, and have not been the subject of
any public dcbate. '

(1) For recent devel opments in this ficld sce Annex page
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14, All the same, it cannot bc denied that a movement of
thought is developing, especially among the younger university
lecturers, which may one day lcad to an acknowledgment that it
would be advisable to adopt freer economic methods, but which for
the moment mercly tcnds towards advocating more efficient planning
and better management in productive concerns,.

(o]

o] (¢]

15, This slowness in the practical application of the
evolutionary process mcans that the real ‘bottlcnecks in the
economy have not yet been tackled or solved. These bottlenecks
consist, basically, in a psychoclogical and individualistic
detachment on the part cf the worker from the rcesults of his work;
a lack of any form of internal competition which, as is well
known, reduces thc price of goods, improves their gquality, and
facilitates wider distribution over the wholc market; out-of-date
technological methods of production rcsulting from the policy
of isolation pursued over the ycars; a sometimes mistakcenallo-
cation of productive investment; etc.. )

16« These bottlenccks will be cxamined in later chapters.
Herc we will mercly obscrve in conclusion that the prescent
Czechoslovak lecadership, after having in 1948 rcplaced the former
well-developed bourgeois economy by a totalitarian lMarxist
structure, is now bccoming prepared to admit that it is not in a
position uscfully to carry on the experiment according to its
original preccpts and is being forced to modify thc methodology
in a dircction which, if not liberal, is at.least more
understanding of the real needs of human naturec as rclating to
the economic life of an organized societye

Notee The figures and statistical data given in thc prescpt
study are all derived from Czechoslovak sources, prin-
cipally from the country’s statistical bulletin, the
1ittle book Facts on Czechoslovakia, the daily newspapers
Rude Pravo (organ of the Czcchoslovak Communist Party),
and Prace, and thc periodical Vita Cecoslovacca
(Czechoslovak Life).
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CHAPTER 1

POPULATION, MANPOWER AND PRODUCTIVITY

A | bomﬁosiﬁjéﬁ of the ééﬁuiation

17. The Czechoslovak Socialist Republic is a bi-national’
State.  This characteristic is underlined in the Constitution,
where it is stated that Czechoslovakia "is the common State of
two" Slav nations which: enjoy equal rights, the Czechs and the
Slovaks".  The country also includes within its territory some
31gn1ficant minoritles ~ Hungarisans, Germans, Poles and Russisns.

18, The total Czechoslovak population at the end of 1962
was 13 856 OOO' it 13 now around 14 million.

. 19. The ‘censuses of 1930, 19&7 and 1960 show substantlal e
modifications in the ethnic composition, due mainly to the =~
historlcal developments briefly summarised below. '

20n In 1939, after the Munich agreements and the annexatlon
by Germany of the Sudeten regions,. the territories ‘of Bohemia and
Moravia were organized under a German protectorate and Slovakia
became a theoretlcally autonomoua state.

21. When the war’ ended in 1945 the Czachoslovak Repubiic j:;
was reconstituted on thée basis of the territories belonging: to:- it
before 1938, except for Ruthenia (sub-Carpathian Ukraine) iwhich

énsgune 1945 was annexed, with its 850,000 inhabitants, to the
SSR.

“22. " In November 19&5 it was decided to expel from | .-
Czechoslovakia the German minority, numbering some 3 million. or

22,5% of the population. The censuses of 1930 and 1960 show the
ethnic composition of the country as follews: = - = . -

"ﬁf:?‘ R - 4930 L. 0 i 1960
e - C0 0 (in 000s): e
Czechs end Slovaks 10,022 12,959

. Germans - 3,318 163
Hungar;ans 720 L10
Russians 569 YL 76
Poles 2400, < 79
Total: 14, 729 _' 13,688

23, Thus the great structural changes whlch took place

between 1938 and 1946 brought about a reduction of something like
a million in the total poyulation.

R NATO CONFIDENTIAL
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2. This reduction had obviously unfavourable repercussions
on manpower, which is at present insufficient to achieve the aims
laid down in the country's various industrial and agricultural

development plans.

25, Statistics of 1930, 1947 and 1962 relatlng to the com-

position of the population by sex and ~age show. the follow1ng '
results: . ,

Age me £ me f. o me - e
Years ' _(in 000s)

0- 4 713 697 597 576 586 560
5~ 14 1,245 1,218 9Lo - 960 1,325 1,271
15 - 24 1,421 1,415 1,042 1,028 ° 981 . - 955
25 — Ul 2,085 = 2,292 = 1,772 1,758 . 1 800.“”‘1 81,0
L5 - 6l 1,237 1,418 1,138 1,360 1,582 1,738
65 - 75 319 382 290 357 340 488
B - 120 - 162 115 135 . - 150 238

Total: 7,143 7,586 - 5,855 6,180 6,764 7,090

- 26.. The figures for 1962 show a slight ageing of the popula-
tlon, du€ to improvement in health conditions, to the fall in the
birthrate during the war period and to the particular political
situation of the Czechs and Slovaks, who virtually did not fight
at all in the war and therefore did not suffer the serious losses

of life sustained by other European peoples.

' 27. Average life expectancy, éccordlng to the Czechoslovak -
official statistics, rose from 54.9 years for men and 58.9 for =

women in 1957 to 68 and 73 respectlvely in 1960,

B. Employed 1abour force

28, The composition of the working population according to
branches of economic activity was shown to be as follows in the

1948 and 1961 censuses:

1948 1961
(in 000s)

Industry N 1,640 2,373

Building 253 514

Agriculture and forestry 2,331 1,480

Transport 280 379

Trade ‘ ~ 439 ’ 496
Public education, health, :

administration, etec. = - .. 333 705

Others 269 198

" Total: 5,545 . 6,145

St e
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29. The most striking feature in the above table is the
shift which took place between 1948 and 1961 of large numbers of
workers from agriculture to industry.. .. This. movement was not, at
any rate at first, spontaneous in charaCter, for between 1948 anad
1952 the Government itself used every means to induce agricultural
workers to go inte the new industrial concerns. As a result of
this hasty policy of 'industrial employment over half a million
hectares of land were abandoned, whlle the average age of agri-
cultural workers rose to about 46.  Women workers today '
represent some uu% of the total:-labour: force ,in Czechoslovakia,

a very high percentage when compared with weéstern countries.

O
.9 0

30. From the above it is clear that at present there . is no
unemployment in Czech031QVakia; on the contrary, the Government
has to face the problems arising from shortage of manpower. This
does not mean, however, that there is not some poverty. among -
certain strata of the population: o0ld people, who as a-result :of
the social, economic and financial reforms are now W1thout the
resource of private inheritances, can rely only on modest State

ensions which in many cases are insufficient for thelr 11ve11hood.
Ct. Chapter V on Standard of Living.)

31. The Government and the Party point to the contrast
between the present situation of full employment and the earlier
one between 1929 and 1935 when there was extensive unemploy-
ment, especially in Slovakia; sand from this they attempt to.argue
that the phenomenon of unemployment is peculiar only to capitalist
economies.: Against this it can be argued that the present-
situation of full employment in Czechoslovakia is due not so much
to the change in “the economic systeém, but rather to contingent -

“circumstances, . to the elimination of:part of the active: populatlon
. (i.e. the expulsion of the Sudeten Germans), the -adoption of an.

‘. accelerated industrlallsatlon which was often 1rrational and
,uneconomic, etc.._f‘ _ .

32. Leglslation fbr‘the varlous economic‘plans, ‘ew - o
investhents and “the convérsion of" ‘some light industrieés’ to*heavy
industry have, however, ensured for production a “purchaser at’
any price": -the State... As .long as this industrial policy is
maintained 1t is.impossible.for the phenomena regarded as typical
of the cycllcal fluctuations of a free economy. to teke place 1n..
Czechoslovakia. - In fact, any error of’ calculation on the part .
of the-planners will produce wastages which, when discovered, can
always. be-attributed to some .particular manager and can. in any -
case be absorbed in-the regulated crllective whole; but a produc-
tive concern will not be forced to limit or suspend production and
therefore. to reduce or dismiss numbers of its employees.

=9~ NATO CONFIDENTIAL
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C. Productivity

Index of produotivi@y‘bf Lebovr_in indus try

(1955 = 100)

1956 1957 1958 1959 1960 1961 1962

TOTAL 107 413 ...122 _ 130 140 148 154

Prodﬁction of - :
capital goods 108 14 123 134 145 154 161

Production of .
consumer goods 105 112 119 126 133 140 145

of which:

Energy ~ -~ 7 113 122 134 - 14k 162 175 185
Fuels -~ 7 . 103 - 112 119 - 127 136 - 143 146
- Metallurgy. 109 117 -~ 120 . 128 136 144 141
Chemicals - 1114 119 127 138 158 . 474 - 188.
" Timber - 107 114 124 130 134 - 140 144
Cellulose - 104 407 - 143 117 123 - 128 133
Glass, .
© . porcelain, ' :
ceramics 105 111 119 127 135 143 147
Textiles 102 106 112 116 122 130 134
Clothing 102 111 122 127 137 146 152
Hosiery and : : '
furs 102 406 112 116 119 121 126
Printing 102 106 113 - 147 . 121 127 . 134
Food . 106 - 110 115 123 127 133 . 4139

33 Despite the reassuring figures of this official survey of
productivity in industry (there are no similar data for agriculture),
the authorities are worried because in actual fact, and not just as
the statistics would make it appear, the productivity of lesbour in

Czechoslovakia is lower than in capitalist countries of a comparable

;Qdustrlal level, and shows no tendency to 1ncrease apgreciablx.
This is due to the folloW1ng causes: '

- (1) Dlsorders in the national economic system arising,
in very ‘many cases, from the failure to achieve the optimum- - -
comblnatlon of factors essential for production. In particular,
lack ot 1nvestment has altered in a negative sense the “optlmum"

proportion- . - - : between capital employed in the
individual concerns and the number of workers on their payroll,
brlnging this ratio down to a level well below that found

in western countries. In other words, whereas modern industry
demands, as we know, a high rate of capital for every productive
worker, in Czechoslovakia there are too many technicians and
managers who are forced to work with worn-out or obsolescent
machinery.
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(ii) In addition, in this problem which is basically a
technical and financial one, there is also a human aspect: the
worker, who for the reasons just given has a low rate of produc-~
tivity owing to the frequent inadequacy of the tools he has to
use, often lacks personal incentives to produce more.

34, There is a twofold explanation for this. First, the
worker's wage in many cases has a purchasing power greater than
the availability of goods on the market, thus making virtually
useless any additional productive effort which might increase his
earningse. Secondly, the mechanism in force for payment of over-
time does not provide the worker with a commensurate reward.

35. Lastly, every Czechoslovak, since he is living in
a period of labour shortage, can be certain of always finding
another job as well paid, or nearly so, as his present ene: this
reduces his interest in showing any special zeal (and hence
inereasing his productivity) in carrying out his duties, the more
80 since, it should be remembered, ¢areer promotion

much more often governed by political considerations than by the
individual's efficiency at work.

-11= NATO CONFIDENTIAL
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EGONOMIC POLICY AND PL&NNING

Al Guiding Pr1n01chs of Czechoslovak Economic Policz

. 36. An analy31s of Czechoslovakla s eeonomlc developmcnt
from 1948 to date. .shows how it has been 'conditioned. morc by

political considerations. than. by. respect for dcflnltc economlc
requircments. : :

37« ‘This is confirmed by an examination of certain funda-
mental aspects of the organizatlon of .productive actlvitlos and

. of the struoture of. the country 8 foreign trade.

38. Let us takc, in the flrst place, the v1tal problem of
formxng the dirccting cadres of any concern: : here it rust be -

- -emphasized that critcria of selection take account, in making. the

final choice, of the guarantees of political orthodoxy that. a
candidate may present. These guarantees in fact constitute the
determining factor, other technlcal qnallflcatlons belng equal,
for hlS app01ntment,

. ~«39¢ The adoption Of'thls practlce means that cgndidates who
arec well gualified but politically dubiocus are kept out of the
productive menagement circuit, while others arc. preferred to thcm
whose loyalty -is assured but who are often unsuitable from a-
technical. standpoint - with negatlve rosults on production that

can 0331ly'be 1maglned«

uo. In thls connectlon 1t may be recallea that a membor of
the Central ‘Committee of the Czechoslovak Communist Party, -

- writing recently in:‘the'official daily Rude. Pravo, said. that 6ﬁ1y

23 per cent. of industrial techhicians -possessed the cducati onal
and professional gualifications officially required for thedir
jObSt )

Thc procedure aust dcscrlbcd is the - normal m%fh%g of

e fore
mation. of the bodies in charge of :the country 8 general economic
policy, a selection bascd on the candidate’s obscrvance  of
Marxist principles rcpresents the normal criterion, while an

.estimate of his profcssional. capacity 13 a. sccondary consideration

in making the flnal chalce'

h2. delng from dcclsions on thc human plane to dec131ons

- dbout investments, it is interc¢sting to note that even insuch im-
tont moticrs - economice choices are almost always subordlnated

to polltical requlrcments.

us. A loglcal consequonce of thls subordinatlon is that
when it comes into full play the resulting decision is often
contrary to economic intercsts. The practical appllcatlon of
such an attitude has of rccent: years causcd numcrous and incvi-
table distortions in the country’s cconomic lifce.

~13=~ NATO CONFIDENTI.L
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e As we know, every country, irrespcctive of the politi-
cal and economic regime in force therec, disposcs annually of a
certain amount of capital.to distribute, in the form of necw
investments, among the industrial, agricultural, and tertiary
sectors of the economy. ' ‘

45. In capitalist countries this sum of moncy is divided up
among numerous ncew enterprises and the modcernization of existing
concerns, in other words in carrying out plans for financing
that have been worked out by the individual entreprencurs,
whethcer public or private.. * - ‘ ‘

L6« Matters are conducted very diffcecrently in countries with

a collective cconomy. There, thc formation of capital and the
planning of its investment 1s the business of thc Gtate alone.
In the specific case of Czechoslovakia, thc mechanism regulating
the inflow of such public investments into the country’s produc-
tive circuits is inspired a good deal more¢ by political prin-
ciples and considerations than by critcria of economic producti-
Vitye ’ . - i

. 47. For examplc, in 1955 the Planning Commission decided
.to ¢ stablish two enormous plants, one for stecl and the other for
electricity, which werc quitc out of proportion both to the -
country’s physical dimensions and to its capacity for carrying
out the scheme. This decision signified an unccomomic conecen—
tration of investment confined to thc two plants in guestion, .

- while the country’s productive activity as a whole had to carry

on v irtually without the normal guotas of investment nceded to
guarantece the efficiency of a concern and the renewal of its
Obsolcte machinery. Consequently, at the prescnt time 35 per cent
of Czeéchoslovak industry possesses machinery some ten to twenty

- years-. 0ld, while 25 per cent of the machinery is more than

twenty ycars old. On the other hand, the two big plants, because

" of their colossal size, are behindhand in completion, with

s

7

corresponding incrcases in the planned expenditire.

48. As was mentioncd above in Chapter 1I,{part C on pro~
ductivity) an important corollary of this state of affairs is the

~disorder in the cconomic system causced by the lack of criteria

which would allow - - an optimum combination of the factors of
production. o - L

, L9. In particular, thc abscnce of investment just mentioned
has altered in a negative sensc the “optimum" -
relationship between capital employed in the individual

factories and labour units on their payroll, bringing it

down to a level well below that found in capitalist
countries. In other words, while modern industry demands @ high
rate gf‘capital for every worker, in Czcchoslovakia too many
technicians and managers have to work with worn-out or obsolescent
machinery.
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50. Pursuing our study of the ncgative effects of the
political factor on Czechoslovakia’s economy into the sphere
of foreign tradc, the first thing to note is the gpeéial

. position of this country in rclaticn to the U.S.S.Re For

instance, it is said here that Russia exports raw materials
to Czechcslovakia at prices higher than the internatlonal

ﬁ{prlce (1).

S 51. ‘Another example cf the burden for Czochuslovakla
arising from its: trade relatlonshlp with the U.S.S.R. is the
exploitation. of the important uranlum deposits north of Praguc.

" This mineral,, utilized.sinee 1954, is entirely anncxed by the

Russians). Who are said:to meke no spec1flc paymcnt for it but
instead- merely make: good. -every so- often some def1c1t arising in
the Czechoslovak balance of paymcnise. There have for some
time been rumours that this situation is to bé modified and

- .that Czechoslovakia would at last bencfit to some adequate
.- extent from the mlnlng of this mlncral but 80, far nothlng con~
__crete has . happoned. : . : . : :

52. A further serious: effect ‘of the polltlclzatlon of

.thc country’s cconomic 1life on Czechoslovakia’s for01gn trade

is to be -seen in the long-tcrm loans and the provision of .
machinery and manufacturcd goods made to the- underdevcloped

:Vcountrles,'at prices spceially advantageous to the purchaser.

This poliey is bound to have a negative effect on the country’s
balance of trade. : L . .

53. Lastly, the role ‘of "universal suppller" of capital
goods which Czechoslovakia*has had to pley vis-&-vis the coun-
tries of the Eastern bloc since the war has produced an exces-—

,,31ve and uneconomlc dlveralflcatlon of her industrial production.

5u. Thls has resulted in 1ncreas1ng costs, w1th a

: correspondlng loss of competitive power, for the goods in ques-

tion which, in ordér to be sold on frec markets, must be

_‘,offered at prices in line with international prices. This re-
-« ‘presents a serious burden for Czechoslovakia, since she has to

fight against Western compctltlon with its greater experience
and specialization.in the varlous blanches of productlon.ta

.‘; Ce

55. Thc productlvc systcm is characterlzed in"

- Czechoslovakia, as in-all the other countries of the EaEtern
- -bloec, by a complctely State-centralized structure in Whlch

permenent planning of national economic 4ct1v1tlcs is carried
out. This planning has hitherto been dividéd into three
types of plang long range, fivc-ycar, and onec-year planse

56« The long range plan determines the general trend
of economic development for a period of 15-20 yecars and is
compilced on the basis of the economic and technico-scientific
studies undertaken by the State Planning Commissione

(1) This is so, for example, . in thc case of oils

-15- NATO CONFIDENTIATL
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57, The five- or seven-year plans and the onc-ycar plens
(regardcd as transitional) are drawn up within the framework of
the long range plans, and arc sufficiently dctailed to fix the
production targets assigned to each individual factorye..

58« Whilc sometimes ‘there is no particular continuity in
the framing of the diffecrcent five-ycar plans (though they all
follow the samc cconomic dircetion at other times the autho-
rities responsible may decidc to abandan a part or the whole of
the directives contained in a plan. In such cascs,: once the
term of the five-ycar plan to bo ultercd is over, interim plans
are 1ntroduced, of one or two years’ duratlon. "Their-main
function is to facilitate the.smooth chungeover of dlr@ctlon

‘ from the prev1ous flvbmyear plan to ?he follouznw onee

59. This proceduro is gpplled in all branches of the natlo-
nal cconomy, both productive and’ non—productlve, including the
privatc sector. This latt.r consists almost-cntircly of the
agricultural co-operative. farms, which are also included in the

" plenncd cconomy bccause a certain minimum of their fain L g&%
hS

productions has to be sold to the State, thce proportion belng w2
flxed occordlng to the size and yield of the farms.

60a. Plans since 1949 have coverod the followlng pcrlods :

v19h9-53, | first flve~ycar Pplan
1954 - interim one~ycar plan
1955 T L B
1956~60 second five-year plan e
. 1961~-65  third five-year plan (abandoned- in 1962)
11963 - interim onc-year plan o
196k ' "o " T

A new one-year plan is at present being prepared for 1965 ,while S

another five-ycar plan, the fourth, is cnvisaged to cover.
1966-70, Lastly, a long rangc plan covers. thu twcnty ycars

6l. These plans, despitc the — errors Of mcthod and.calm
culetion, rcpresent the general structurc within which
Czechoslovak productive activities have developed during the
past 16 yecars. For this reason it may be worthwhile to cxamine

»each one brieflye

‘NATO CONFIDENTIAL T
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 .U.5.S.R. 2nd the othcr socialist countrics had an urgent: need
. of eapltal goods for their reconstructlon, Czechoslovakia

;:fromvabroad by maklng at home thosc capital goods whose: lack

A7 NATO: CONFIDENTLAL
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(i) Ihe flrst st five-ycar plan (1949-53)

62. “The '’ flve-yedr plan 19u9—53 represents Czcchoslovakla s
flrst Marxist ‘planning and was the' 1nstrument whcreby the change

" was offected from a 11bera1 to a soelallst economy of Sov1et

type.ﬁ”"“’

* 63. The plan's”eeonom1C'a1ms Wére'very—wide.' it proposed
to rccast.the whole national economic structure, channelling
investments towards -the-sectors of: heavy industry . -and:’ the pro-
. duction-of capital goods, while the mamufacture of consumer

. goods. .~ which before the war, represented the main tem of

Czechoslovsk eeonomlc productlon - Was markedly'reduced:lnn

Many reasons 1nflucnced thls extenslvestruct@nri'elr
~In summary they cen’ be reduced to’ two.. Flrst the

‘whose factories had suffered: comparatlvely 1ittle damagée during

. the war, was. the. only country still in a position to produce
S them” quickly _ Secondly, the war had shown that every crisis
. in the export of manufactures and consumer goods upset the

.iVe activ1t1es from the dependence on’ 1mports

‘‘‘‘‘

65 One partlcular eVent grcsﬁxy relnforced thc
Plannlng Comm;ttee s dOCISlonS in thls dlreetlcn‘ ’thls was

66« Between 1950 and 1953, thereforc, very cons;derable

vijlnvestmentswwere dlrected,(undcr Sov1et pressure) towards war

'1sector. } sbltal, managers, “and manpowcr were dlvertcd from
.. pes scetime. industrics. - During this period,. too, constructlon
-was. begun of the huge metallurglcal plant at Ostr“Va whlch

;;jcally a114the qudllfledjtechnlclans.' At the same tlme agrl—

. . culture was almost entirely nationclized through the ercatlon
.. of. co-operatlves and State farms. ff;u~ ,

67 In 1953, however, the negetive effects of therlack

- of balance in these directives iar. _economic polley began to be
.. felt on a natlunal scale. Dcspite an incrcasc.in the national
;”:lncome of 55 per: cent as comparcd with 19u8 and .a riseé of 139
.. .per _cent in the' productlon of capital goods, the 51tuatlon in
“}gagriculture and 1n the consumer goods sector was dlsastrous.

17~ NﬁTO{COﬁE;bﬁNTI&L;
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68. The scargity of these goods, in combination with wage
inercases, gave rise to 1nflat10n“fywtendenczas ‘which thrcatencd.
to cndanger .the stability of the whole economic, systeme A mone-—
" ‘tary reform was thércfore introduced which reduced theé. purchasing

" power of the crown. to about once-fifth of its prev1ous value and
destroyed thc savings accumulated in recent years. Nevertheless
this step, which was naturally most unpopular, proved insuf-
:f1018nt to solve ‘the. economy s dlfflcultlcs. ,

SNEES) The 1nter1m one~vcar Dlans 1954 and, 255

69.. In- 195u, thercfore, g, Qna-ycar plan was. 1ntroduced,
followed in 1955 by another similar plan, with the aim of effect-~
ing a more balanced distribution of the financial rcserves among
the various productive sectors. The rate of investment in war
- industries was considerably reduced; | 1t was dccided to complete
the constructlon of factories already started rathcr than to
a policy ot agrlcultural mcchanizatlon wvas
" initiated;  and finally a 1argc quota of capital was allocated
to uho productlon of consumcr goodsg L ﬁ {%>

. 'ﬁ “70. . It must however be pointed out ‘that the xmbalances
'rcsultlng from the previous. five: ‘years werc¢ too serious, to be
~cured in a mere two years. Despltc the new dircctives the con-
séquenées of an excéssive conccntratlon on hcavy 1ndustry per-
sisted and became apparent in the shortage, poor gquality, and
,high price of many consumcr goods, ospeclally dur blc goods.

plan (1 6~60)

(iii) The sccond five—year

\ 71. Notwithstandlng ‘the legson of the flrst flve~ycar plan
mistakes . themselves the’result of thc polltic1zatlon of" the
economy to “which refercncc has “lready becn,madc, ‘the second
five-ycar plan (1956-60), which appgared in 1956, Was in gencral

trend sinilar to its predecessov.'”

‘ 72.” ‘The most slgnlflcant dlffcroncc betwcen the’ two plans
'<1ay in the gttontlon given to thc chemical 1ndustry, which took
“the. place of ‘metallurgy as rcgards the volume of investmént
r‘given to it. This deccision was inspircd by the Wlsh to improve
‘agrlcultural productivity through the usc. of new fertlllzers,
v‘ana to inhcrcase exports of chemical products. It was. also hoped
to substitute: synthotlc and plastic products for various other
e,types of” mctal or manuf?d ctured goods.  To- furthgr the cxpansion
" of ‘the chemical industry necw clectrlc powcr plants, both- thermic
and hydraulic, were built, and eleetricity uvroduction rose from
=16 milliard kwh in 1955 to 2u MIIllnnikWh in 1960. -

‘Q‘”' ?3, Im the consumer goods scctor, hOWEVOP, the situatlon
» rcmalned practlcally unchanged; but mcthods of congerving stocks
. Were . Amproved, and an effort was made to incrcasc food production..
To thls end mechanxzqtion of agrlculturc was . intcnsiflod, bring-
ing an ‘appreciable inercase in cach individusl Tarmer?s producti-

vity.
N4$Q:GONEIDENT14;, -18~
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74e These favourable results of the plan wcre offset by
the housing shortage resulting from the low rate of investment
in building under the earlicr plans. Neverthcless it was not
until 1958 that it was decided to launch a 1l2-yecar plan provi-
ding for the construction of 1% million dwellings (the first

. estimate, of 1,200,000, proved insufficient). This plan, if

carriecd out in full, should cover the population’s needs up to

1975, ‘taking into account thc demographic trend.

[ 75. Lastly, a further ‘factor which may bc worth mentioning
in. eveluatlng the results of this plan is the abnormal composi-

~ tion of the national inecomc in 1960.  Thc share of industry, -

espacially heavy 1ndustry, rose to reach 70 per cent -of the total,
while agriculture and bulldlng represénted only 15 and 10 per

- .cent respectively, the remaining 5 per cent being accounted for

by other .items. - ‘Another particular feature of this plan is that
it was not approved by 1aw until 1957, ‘two" years after it began

- to be implementede.

76. Thus in 1960 the country s general eeonomic situation
still ;suffercd from.serious imbalanceg, though thanks to the
mechanization of ‘agricultuPé this did not go so far as the
negative paradoxical .situation of 1953.:

(iv) .The third . five-year plan $1261— 5)

77. In these unfavourable conditions the new flve~year plan

;(1961~65) -was leunched. .Its objectives may be summarized by
.-means of some figures. Taklng 1960 as the basic year ( = 100),

in the succeeding five years the national income was supposed to
rise to 142, 1ndustrial production to 156, and agrlcultural pro-—
duction €6 122. “ Expansion- of the - chemical-industry .continued

. to be:the -main cbjcctive, and here, output was expected to double.
- In order to achieve these results 1tvvas decided to" increase
..employment- by’ 9 pér ¢ent as compared w1th 1960 and at the same

. time to improve per cepita productivity in the various sectors

by 50 per cent. Income per caplta, accordlng to the: estlmates,

was to increase by 25 per cent. This plan was abandoned by law

after two years and in practice at the beginning of 1962, There
were. many and complex reasons for this decision; they are

worth mcntionlng herc because of their repercu851ons in 1963 and

196l

" 784 - In the first place, it was recognlzed that the possi-
billtles of investment had been overcstimated. Existing flnan—
cial réserves and the plants in operation were, in fact,
incapable of assuring the flow of investment required to carry
out the plan. Moreover thc idea of 1ncrea31ng the labour force
by néarly 10 per cent, as env1saged in’ the plan, was found to be

_completcly  unrealistic +  ~ . There was already full
..employment and hence a shortage of manpower in ccrtain scctors

Where new posts hgd been created in accordance w1th the “plan.

19— [ NATO CONFIDENTIAL
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Given the absolute impossibility of increasing employment, the
only other course would have been to incrcase thce workers’® pro-
ductivity by means of improved machinery and equipmcnte This
involved heavy investment which, as we have secen, the State was
unsble to undertakee.

79. The Czechoslovak authorities point to a further reason
for the feilure of this 1961-65 plan in that it e¢ntrusted two-
thirds of the capital to be used directly to the individual
concerns (differing in this reéspect from the rigid centralization
of the earlier plans)o These concerns werec not up to what was
expected of them and utilized som¢ of the moncy they received
on non-essential services or at any ratec on objects not warranting
priority from an economic or financial standpoint. o

. 80. To sumfup,fthe following>may bc mentioned as determining
factors in- the crisis of production and distribution ¢ L

(a) mistakes in planning and in administration of the
plans; : “ “-; s : s

A(b) “insuffieient and badly distpibuted capital;
{e) low‘indiﬁi&ual pfbéucti?ity;V o |
(d) out-of-date internal transport, cspecially

rai;ways;i;‘>wnk N ‘ L o

(e) excessive burdens on the balance of payments due
-~ to the policy of aid to underdeveloped countries.

5-196L and 1965

interim onc-year plans 196

(v) The
- 81l. The Cgzech authoritics, awarc of the full cxtent of the
cconomic crisis of 1962 and also of the errors of mcthod largely
responsible for it, decided that 1963 must represcnt the indis- ﬁmﬁ
pensiblc phesc of transition between the abandoned five-year plan @«
{ggulggl-65;and a new plan intended to cover the seven ycars

82, In perticular, it was proposcd to ¢ ffcct in 1963 a
complcte reorganization both of planning and of industrial mana-
gement at the factory level. The aim was to sccure greater
specialization in production, with & conscquent reduction in costs,
and to see that the goods produced were bettcer suited to the
gzgiggs both "of" the internal markect and, morc particularly, of

83. It is, however, all too clear that the hoped—for |
results were not achieved in 1963, and whilc the crisis of 1962
was, 1ndecd,‘partially overcomc the yecar failed to produce cco-
nomic expansion. Instead, the cconomy ran into a period of sta-
gnation. This was duc partly to an ineidental factor, the
exccptional Scverity -of the winter of 1962-63 which scverdy
?flzczgd production during thc winter months, and partly to the

ac at a good many of the ncgctive elements that had causcd
the 1962 crisis still persistede.

N.TO CONFIDENTI/L -20~
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“8lfs "In short, 1963 brought no- V1sible imprcvoment in the
country’s cconocmic life apart from & pcreeptible incrcase in
the amount of foodstuffs on the markct. = Indices'  of production

‘w,ﬂremalnod pract;oﬂlly statlonary (tnc offlcial.statlstlcs show
“"gn'overall dnercasc to 10047 per cént as ¢ompared with 1962),
while agrlculturql and’ industrial . waste goods nhot utilized on
' the market amounted to a valuc of 1,500 million crowns (a figure

corresponding.-in. value to. the whole of Czech exports ta the
'Common. Markct countrics plus the. Unltc& Klngdom)

85. Thc cconomic devolopmcnt plan for 196h was { ormally
.. presented to -the National Assembly on 31 January 1964 by the
Deputy. Princ Mlnlster, Cernik. Before. cutllnlng the main
features of” thc new plan he.. exprussed some views which are worth
mentioning on theé development of the cconomy up to 1964, He
.- began by stressing the .rcsults achieved in economic development
. during thc past deg¢ade, mcntioning the lower standards reached
by capitalist countrics during the same p@PlOd and making
suitablc refercnce to the vital aid rcecived from the Soviet
... Union in the econcmic sphere. Next, mith a barc minimum of
'itruth, ‘Cernik., a&mltted that a .certain. tension. ‘botwéen resourccs
“and ncéds had arisen in Czechoslcvakia in- recent ycars. Accor-
dlng to him this was duc to the follow1ng causes :

(a)A a disppopnrtionatc broadcnlng ‘of thc range of
“production, which had demendcd cxcessive invest-
- .ment, an uncconomic distribution of ‘manpower,
... .and @n, xtravhgant usc¢ of ‘raw matcrials, all to
.l thc ddtrimdnt of thc desiped, but not achicved,
L rlse in. the pro&uctlvmty of labour,

.77 ) tho unsabistastory aovolopmont of agriculture
oo o dosplte ;rOQQGSu in the usc of mcchanlzatlon,

”;ffmatorlals aVcllablC,fg ;

'(d)iftho accumulatlon ‘of “oxcessive stocks of goods
7 "produced, which had riscn betwecn 1960. and how.
. by, thc cqulvalent of 2,100 mllllurd lmrc, o
(c) constructlon of new factorlos planned on’

: _'1nsuff1c1ently modern llnes.‘,g :

Accordlng to Ccrnik, those nogatlve ‘factors haﬁ resulted ina
=ergoeline T in the valueof produeticn for 1763 of “over 3507 "
mllllard 11re as: compared with the ‘plan®s estimate for that -
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86 Plannlng for 196L was to bc govcrncd by tho follow1ng
cconnmlc and 8001“1 dlrectlves k- O _ .

(a) 'ovcry'caru should.bc taken to 1ncrease the DPro-
. ductivity of labour; ~ to this cnd thc administrative
- side should be reduced and personnel should be
.:dlrected towgrds gonu1nely‘9roduct1ve act1v1tles,

o {pY tha chemxcal industdy and agrlculturc ‘should' be
«L-pegarded as priority sectors 4in the- sh%rlngnout of
2uava11ablc 1nvestment, : S

”(6), for01gn trade wlth Westorn countrlcs and the “third
- world" should incrcase by 3.7 per: eccnt and w1th the
3001ellst countrlcs by 2 8 pcr cent“ :

Coe (&) the cffort. to bring SlOVakl& up to the 1evol of tho
"~ more advanced- regions of Bohemia and Norqv1q should M?

" be steadily ma1ntu1ned in 196u,

”{*Cé)v‘soclal 1nsurance should be thcndcd tc 1ncludc cate-
‘. gories -of citizens who hlthcrto had ‘only partlally
o bcneflte& from it-*‘» R SR »
(fﬂ an'anQstment should be allocatcd to housc~build1ng,
the: target b01ng to complcte 81, 000 ncw dwecllings;

cf‘(g)._lastly, much strlcter contral should be cxercized
_.i- . '+ over thc factories in order. to achicve a substantial
o . o peduction in the pcrccntagc off wastc goods and also
L : - to improve the technical guality of manufactured
;;"gocds, the lattcr .should become morc spccialized
‘and the range of leur31f1c tlon should be rcduccds.

. 87. The ncw progrgmmc fufthor onylsages a halt in cconcmically . \}

superfluous and tcchnically out-of-date production. Manpower should

be recdistributcd’ acecording to thc new needs, involving the transfer

of tens of thousands of weorkers from onc factory to another,

possibly far distant. Workers should bc transferrcd to agriculture
from the marginal, uncconomic, or obsolescent branches of industry.
Lastly, thc burocratlc and administrative apparatus is to be
reorganized. Therc should bc considcrable rcductions in pcrsonncl,

and Worklng methods shoulﬁ be speodcd up (1).

88 . From bhb forog01ng it will be elcar that the modest
phonomenon of "tcnslonAbctvan resources ﬂnd nceds" to whlch

(1) ,uccordlng to ruccnt 1nf0rmatlon ‘mado. aVell“hle in. Prague
about the fulfilment of the 1964 plan (first six months),
gross production reachcd 102 pcr cent, coal-mining 103 per cent,
cleetricity production 101.5 per cent, ctes
During thc first half of thc ycar investment . is said to have
- amounted to 17,600 million crowns, a considcrablc incrcasc
“over that- for- tho first half of 1963,

N.LTO CC‘TFIDL]NTL,L T 20—
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Mr. Ccrnik so lightly rcferrcd must be 1ntcrpreted as a far-
rcaching phenomenon of negative cheracter in the cconomic ficld.
It has called forth a thorough rcvision of thc mcthods Whlch
have for many years governed the conduct of the country's
cconomic life. . Indced the Prcsident of the Republice hlmself,
lir.: Novotny,: said in his, NQW'Ye“r message, rcferring to the ncw
mcthodology adopted in the plan for 1964, that if the country
wished: to maintain its prcsent. standurd of 11v1ng many mlstakes
of the past would. havc to be: cllmlnated.l

89. It may bc rcmarked in this conneétlon thwt Whllc
Western Europc..advances. at a more or less, stecdy rate on the path
of a progrcssive improvement in its poople’s standard of living,-
in Czechoslovakia it is regardecd as a-satisfactory rcsult for
196l mercly to. malntaln the ‘standard of prcvious years ~ & .-

modest standurd dlstlnctly bclow the lovels of wostern Europcan
countrles. R , : ( . , , ,

o

90‘ The gpnoral dlrectlvcs for thc ceohomic p_an for 196
were approved- by. the Government in the. first half of July 196l
As far as it has becen possible to find out, thc ncw plan envi-
sages- an incrcase in industrial productlon of 5.9 per cent, as
comparced with the 1964 plon, The incrcase is to be achlcved
chicfly through improvement in 1ndustr1a1 prodan1v1ty. Gross-
pro&uctlon of agrlculturc should increcasc by 1e3 . pecr. cont, Wlth
an -inerceasc, of goods. coming on thc markct of 2.5 per cent‘;q K
Invistments arc to risc by 6~7 per cent, most of the incrcase -
bcing devoted.to scicntific and tcchnological rvscurch, to. the.
chemiczl and encrgy scctors, and to thc modernization of- agrlcul~
ture and transport.

H

vC) :
91. MCunWhllb a,con81derable numbcr of economlsts and 1ndus-
trlal and agricultural experts (somc 2y £5 mANy as. 2,000) are at
work on thc new five-ycar plen 1966-70, : Its main dbjoctlvb will
be to achicve a better balance. bctween thg various activitics.and,

above all, an incrcasc in the productivity of factorics and man—-

power by means of new cquipment and spcclallzatlon in industrial-
productlon.

(vx) The. fourth five-yosar plan (1966~
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92. No. off1c1al lnformatlon is so fqr avgllaolo about details
of the. structure of the neow. five-year plan@, But from private
information and pcecrsonal cagntacts it can bc said that another
fundamentel aspeet of the new plan will be the relaunchlng
of - agrlculture.‘ This is confirmcd by various articles recently
gppearing ,in thc prcss, which statc that in the years ‘between now
and 1970 agriculturc will come ncar to industry in respcct of the
importance of capital devoted to 1t, technical lcvel, and guality
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of manpowcr, as wcll as - this is an important factor - the
average age of agricultural workcrs. In order to achicve this
lattcr objeetive it scems that thce new plan cnvisages bringing
into agrieulture somc 40,000 3 young rccecruits & ycar as wcll as
devoting part of the military scrvice pcriod to agricultural
work, By 1970 thc following yiclds should bc achieved (1n _
quintals pcr hcetarc of land cultivated - 1961 figurcs: in ‘
brackets): wheat 32 (26); sugar-beet 360 (280); maize 50\0.25),
potatocs 180 104) - To obtain thcese .rcsults 200 kge of mincral
and c¢hcmical fcrtlllzcrs would bc uscd (as against 100 kg today),
which, as is well known, rcprescnts thc largcst amount uscd at
proscnt in Wosturn Europc.

. 93.' In 1ndustry, mochanlcal bnglnccrlng and chcmlcal pPro-
duction arc to have priority. The main accent will be -on the
quality of -the product rathcr than on a high ratc of quantitative
incrcasc;  in fact, thc annual ratc of incr.asc of mcchanical
broduction should bo around 8 per ccnt instcad of 11.5 per cent
as sriginally cnvisaged (and ncver maintaincd) for 1961-65. ,m3
It is intcresting to notc that, cspcecially in the mcchanical S
cngincering scetor, cfforts arc to be made to rustrict the ronge
of thc articles made, sincc the corrcct conclusion has at last
bgen resached that production is too diversified {(about 80
por cent of all the. typcs of mechanical manufacturcs madc in:the
warld arc ‘at prosent produced in this country) ¢ this 1mpllcs"
an uncconomlc horlzontal structurc and cxeessive: costs.

Giie Thc 1d0a of quallty also scems to bc taklng on de0151vc
imjor%ance in thc vital scetor of stcel production. The long-
term dovelopment programme r 1960-~-80 had put ammual stccl pro-
duttion et 14-15 million tons by 1970. This figurc has now bcen
rcéuccd to 12 million tons for that ycar, which rcprescnts only
1+ million tons above the cstimatcd production for 1955. In
conpcnsation efforts will be made to improve tho quality of
spciial stecls and pressed stccl productse. :

(m};\,‘
ot

95. In the sphere of coal and lignite mining thc main
coplasis will bc on a morc retional utilization of cxisting re-
“gdurccs and on mechanization of production, rather than on-a nct
jcreasc in the amount produccd. In general, the modernization:
¢? existing conccrns and a morc complctce.utilization of their
Gapacity for production will take prccedcnce over the construc-
tion of ncw productive units; in fact, as wc said before, the
firdamental aim of the ncw plan will bc rcduction of costs .rathcr
ikan incrcascd production.

" © 96+ As to consumption and a risc in thc standard of living,
fuch informaticn as it has becn p0351ble to gather suggests that
ihe new plen cnvisages an annual incrcasc in individucl con-
sumption of 3.2 per cent (as cgainst 5.5 pcr ecnt envisaged in -
she third five-ycar plan). The salc of mecat, cggs, milk, fruit
md vegetables should risc by a third between 1966 and 1970 and
hat of manufucturcd consumecr goods by about. uO pcr cent. :
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97. The working wcek is to be reduced to 42 hours- for all-
workers (as against L4 at prescnt) and to LO for those cngaged in
particularly arduous work, . v

98. Lastly, as to thc possiblc success of the plan in the
building sector - it will be rcealled that 1% million dwellings
should ‘be built by 1970 - it secms that profound scepticism is fclt
in responsible cirecles, both bccause of the difficulty of finding
the ncecossary investment and because of lack cf the cquipment indis-

pensable for cxecuting so vast a programmce

(vii) General rcmarks on planning

99. The vicissitudes of thc plans from 1948 until now lead
to thc conclusion that a real crisis has ariscn in ccrtain scctors
of thc cconomy, largely as a result of thce mcthodology applicde
Even the programmc of rcforms proposcd by the Government for 1964
will cncounter difficultics in application that may prove insupc-
rable. . '

100. On thc human plane the first of thesc difficultics lics in
the passive resistancce that will undoubtedly bc put up by thosc
affccted by the rcforms (by the pcoplc who arc to bc transferrcd or
compelled to change their work, to lose comfortablc manasgerial or
other posts, ctc.%

101. In cconomie terms, on the other hand, in order to achicve
an cffective improvement in productive conditions and in pecople’s
standard of living the Government will have to eliminate two fun- -
damcntal bottlenceks that arc having a ncgative effecct on the
country’s cconcmic life: shortage of capital for productive scctors,
and thc widesprecad low productivity of the manpower cmployed.

102+ There is obviously a very closc connection between thesc
two unfavourablc clements. 4 solutionfor both can only be found by
taking couragcous decisionss by having rccourse to financial aid
from the capitalist countrics in the form of loans or long-tcrm
industrial financing, and by instituting rewards and pcrsonal
incentives for managers, technicians, end workers employcd in the
scctors of production, distribution, and forcign trade.

103. The Czcchoglovak Government has alrcady followed the same
lincs that Khrushchev advocatcd for the Sovict Union in his speech
to the Plenum in deeiding to have recourse to Westcrn financial
support, cspceciallyfor the purchasc of complete industrial plants.

104+ In the matter of “economic stimuli®, however, i «
appcar that a policy of personal incentives ié yot boingtcggggsggzt—
ly pursued. Indccd, thc Precsident of the Republic, Novotny, in a
recent gpecch, finding himsclf unable, probably for lock of finance
to promisc the troditional carrot to the dcserving worker, threatenéd
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ccuniary sanctions for thc slacker. In othcr words, he was
econfining himsclf to a policy of invated inccentives, the
citicacy of which may be doubtcd: for sincc the rigid bonds of
the Stolinist system were looscned the instrumcents nccessary to
impese at all times and places an iron disciplinc from above are
no Zonger availablce s

105, On the other hand, the ncw plan may probably achiecve
some succcess in applying the twofold principlc of improving the
quality of goods (a critcrion hitherto almost cntircly absent
in many fectories wherc the-production of-manufactured goods
was valucd by weight) and of restricting the range of articles
made in the mechanical sector where till now there has becn too
much diversification.
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GHAPTER IIT . .. .00 A

NATIONAL INCOME
(Net materlal product)

106: Accordlng to the 0ff101al statlstlcs, the Czechoslovak '
nat¢onal ‘income since. 1948 has developed as follows (1948 = 100)

1957 1952 1954 1956. 1958 1960 -1961n~1962. 1963 196h(P1__l
124 147 162 188 218 251 267 272 261 265

1 Totals for the years 1960—63, in mllllards of crowns(1),
were:. sﬂ. ST T A
Percentgge increase over e
_ S , - EEQILQH§.I§2£ Lo n
: e .: 1960 16290 ‘. . o | . . -
B _ CUA9BL 73,000 . 4110 T
R 1962 . : 1759“. . :.’ ) o - +(_ 29“- |
1963 171.4 . = L3
107. = The comp031tlon of the national 1ncome is as follows: - .
Sector .fff:fff t9h8 1951 1933 1955 1957 1959 1960 1961 1962 19635

gatlon§1 1noome«§i 100 400 100 400- 100 400 100 100 . 00, 1°°f
Tndustry . 58 66 67 62 62 65 62 & 67 67.

13 437 45 15 43 A5 43 44 A2
o T O O P
9 10 10" 11 10 10 10 10
3.3 3.3 3 4 .4 L

Agriculture 20 1
Forastry |
Building . -
Tran%port ‘

Raw materlal . S : T R A

purchases . DU 2 52 A o?‘; 1
Trade - 8 6 5 6 5 .6 6. 6 5
Verlows 0 1 0 4 4 1 4 et
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About 96% of the natlonal income is. prov1ded by the so-called -,!f]”
socialist sector, 3% by 1nd1v1dua1 farms and 1.1m by ‘the privaten
sector. ‘ _ _ : -

(1) .For the value of the Czechoslovaklan Crown as. compared ‘with
“the US g, see Chapter VI: "Budget and Currency,. paragraph
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108. As usual, the spectacular increases in prosperity claimed
on the basis of statlstlcs are not confirmed in the reality of the
Czechoslovak citizen's daily life, which seems far from showing a

corresponding improvement.

109, In the specific case of the national income, however,
the reasons for the gap between the published figures and the
actual state of affairs can be clearly identified in the different.
method of income-accounting used in the socialist countries as
compared ‘with the systems adopted in western countrles._

110. In 3001a11st-countrles, the services of those not
engaged in "material production" are left out of account. Thus,
for example; wages or salaries paid to State employees (in civil
administration, the armed forces, education,; etc.) and the costs
of social insurance are not included. The fact that these
sectors ¢f the national product(representlng about a third of
publlc expenditure) are not reckoned in calculating the national
income (as they are in the West) completely falsifies any formal
comparison between the figures for the East and for the West. If
the value of the services not included had increased in
Czechoslovakia since 1948 at a regular rate, the rate of increase
in the national income shown in the preceding tables might even
have been higher than appears.

111, In actual fact, however, the omission works in : Just the
opposite direction. To put it simply, one may say that in
Czechoslovakia in estimating the national income  the only compo-
nents recognised are those that are in themselves dynamic (such as
the production of heavy industry, of the chemical sector, etc,)
while administrative services are left out since, being by nature
relatively static, they do not appear liable to contribute so-
rapidly. to the expansion of the national income.

112, Another fact will also help to give a more accurate idea
of the real rate of increase of the Czechoslovak national income.
As we know, this economic indicator is normally calculated in
monetary terms, an index which, however, reflects reality only
insofar as prices correspond to the value of goods, in other words
to their production costs. When this is not the case it is ‘
impossible to obtain reliable calculations. In a market economy
this close correspondence between costs and prices is determined
by the play of competing economic forces and by the law of demand
and supply, whereas in Czechoslovakia this relatlonshlp is estab=-
lished solely and exclusively by the planning policy. Here the
connection between costs and prices exists only in a limited way,.

in the capital goods sector, but not in relation to consumer goods,

where prices are always very considerably increased by a supple-
mentary taxation quota (turnover tax). To give an idea of the
importance of this tax it may be mentioned that in 1962 it

represented more than a third in value of the entire State revenue. -

The existence of this tax on consumption, which in many cases
doubles the price of sale of an article, falsifies the calculation’
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of the national income, where the item represented by consumer
goods is reckoned not on the basis of costs - possibly increased
by the modest profit of the factory, as in the West -~ but on that
of retail prices which include the above-mentioned tax(1).

113, In order to demonstrate the importance of this pheno-
menon in relation to the formation of the Czechoslovak national
income, the example may be cited of the production of automobiles,
motoreycles and in general such goods as are regarded here as
luxuries or at least not indispensable: these goods are burdened
on the home market by a turnover tax equal to more than 100% of
their cost. The effect of this is to introduce among the com-~

onents of the Czechoslovak national income an invisible element
the turnover tax incorporated in the value of goods) which
artificidally swells it to an extent that is quite impossible to

determine for a foreign observer lacking the particular technical
knowledge needed to do s0.

114, In conclusion, in studying the statistical tables given
here relating to the Czechoslovak national income, it is necessary
to bear in mind the different methodological approach behind their
drafting. Only in this way can they be regarded as a moderately

reliable description of an important aspect of the country's real
economic situation.,

(1) It may also be mentioned as an additional note that in this
country the value of a crown is not the same when it is used
to purchase some item of cagpital goods essential for an
industry as when used to buy an item of consumer goods neces-
sary to the individual., In the first case the purchasing
power of the monetary unit in question will be greater than
in the second, since in the consumer goods sector the State

imposes the turncver tax which destroys the correspondence
between price and cost.
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GHAPTER IV & . .

INVESTMENT

115. The OfflClal publlshed statlstlcs ‘show the followxng

flgurzg for investment in Czechoslovakia ‘sihce.the coup d'état
of 19 :

Volume of investment
o C | , (in million crowns)

1948 . . L . 8,936
1949 A’ E B, 11,§51:
1950 14, 311

1951 o | 17,354
1952 . . 20,504
1954 ' 20, 966
1955 . .. 22,559
1956 S a6k
1957 o 28,076
1958 . 31,936
1959 0 38,182
1960 - 42,965’
1961 - - . . .. 16,105
1962 o | V © 4, 268
1963 39,200

-MISE EN LECTURE PUBLIQUE
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116. The distribution of investment among the:vérious'
geigors of- the natlonal cconomy between 19&8 ‘and 1962 was as
ollows:

DECLASSHHED-iWHHJCIH@CLOSURE/DECLASSHWE
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Distribution of Investment by Sectors
(in million crowns at constant prices 1961)

Sc;fgtl gg?g?ﬁg; Housing Health Ei?gi”.égﬁ%g;i_slndustry ggig" ﬁﬁ§%£ré Tgi?i_ Trade Other

Research S : —— — .
1948 22 136 1,678 . 302  3U6 208 4,375 84 375 1,351 33 26
1949 32 139 1,932 357 418 400 5,689 170 849 1,734 82 L9
1950 54 144 2,206 385 L57 627 6,764 327 1,142 1,876 178 153
1951 97 181 2,478 384 562 965 7,840 L13 1,800 2,341 167 126
1952 97 200 3,150 388 490 1,344 9,450 515 1,842 2,738 157 133
1953 133 212 3,652 374 LO1 2,048 8,311 L35 2,372 3,058 159 149
1954 152 198 4,653 313 678 1,005 8,251 370 2,338 2,467 311 230
1955 175 302 5,068 335 870 935 8,192 L60 3,187 2,3U43 L7y 218
1956 303 493 5,036 © LO1 1,013 967 9,581 505 4,043 2,488 513 299
1957 280 586 5,084 L37 1,198 920 10,514 862 L4,300 2,994 574 327
1958 259 €80 5,021 L32 1,160 861 13,085 960 5,216 3,260 676 326

1959 297 1,003 5,605 519 1,533 830 15,861 1,100 6,399 3,883 808 3Lk
1950 368 1,016 6,218 611 1,868 740 17,737 1,449 7,156 4,169 910 523
1961 360 1,295 5,257 691 1,914 913 19,129 1,525 7,709 L,66L 935 713
1962 389 1,038 6,001 582 1,775 783 19,967 1,228 6,694 4,437 8Ll -

-2 G
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117 The 4.3 milliard crowns invested in 1962 were sub-
divided as follows (in percentages):

Per cent of total

Industry 45.1
Agriculture 15.1
Building 13.6
Transport 10.2
Other 14.0

118, In 1963 the total amount of domestic investment effected
by the Czechoslovak Government was equivalent, as shown above
(paragraph 115), to 39,200 million crowns, a figure some
5 milliard crowns below the amount invested in 1962. This
consicerable decrease affords a further proof of the difficult
3ituation in which Jzechoslovakia finds itself at present, a
situation which in 1963 allowed the Plan to be only 92.2% ful-
filled in the sector in question. The main repercussion of the
reduction of investment was felt chiefly, in 1963, in the building
sector. In that year only 82,000 units (lodgings) were built, as
against 85,000 in 1962 and 87,260 in 1961. Consequently, the
housing plan was only 95.1% fulfilled.
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STANDARD OF LIVING
(Wages, Prices, Cpnsumption)

149, It is very difficult to define and classify the

_Czechoslovak economy according to the criteria of development
*generally adopted in international technlcal ‘terminology, which

are,‘as we know, based on- the citizens' ‘average kiving standard
Even the most elementary question, namely, whether we are in an
under-developed country or a eountry with a high standard of _
liv1ng, creates real perplexity in the m1nd of anyone living and
moving about -here, . A .

120, It is, indeed, true that in Czechoslovakla one dows not
find those signs of poverty and undernourishment that characterise
the’ countries usually described as "developing'", Yet at the same
time it is equally true that ene does not find the w1despread
prosperity that is an. obvious characteristic - sometimes side

by side with negative “socisl discrepancies —~ of countries defined

as "industrialised" or "developed"(1), Which definition is one
then to choose? For accerding to current terminology a country
is bound to fall into one or other of these two categories; :As
a‘compromise between the two descriptlons, ofie. might say - fhat D
Czechoslovakia is in fact a country that is economically’ developed
but depressed in respect of consumption; industrialised, but at a
low standard of living in-certain sectors-such’as clothlng,
housing, motcrieatlon, dlver81fied diet, etc, v
121, In addition, distribution here proceeds by fits and
starts, goods often come onto the market in bad condition, food
queues are quite normal cccurrences, while some goods such as

. fruit and vegetables are unobtalnable for many months of the year,
) " Moreover, the normal citizen's purchasing power .is low (the average

wage in 1963 wes 1,390 crowns a month, or US £ 80 in real terms),-.

< “the. ‘goods in crrculatlon are few and usually of poor.. qpallty,
'amusements are 11mited both in quallty and quantlty, etc. e

A, Pen51one ;; . o o .:[Af:,.ﬁl 'A';'-'zj'

122 The average pen51on is about 700 crowns_a month (aboutfu
3.8 40 in real terms) and pensions can vary in amount accordingg
to fifteen separate categories from a maximum of 2 200 erowns. - -
a month to a minimum of 350-L00 (as against a dlfference in the . -
wage scale varying from a minimum of 800 crowns a month: to a
maximum of 6,000); and from 1st January, 1965, taxation on .
these pa ents w111 amount to from 41 to 1L per cent of the total,
(1) Rude Pravo, the Party Daily, recently stated that 16 years
L socia¢1sm have not succeeded in completely eliminating P
" the sub-proletariat,
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Considering the modest scale of these pensions, it is no exaggera-
tion to sey that most people who =re no longer easrning are in a
truly desperate situation, especially if we remember that the
retirmment pension represents the cnly source of income for non-
workers, since the socialist State does not permit of incomes from
prcperty or private activities,

B. Housing

123, Another factor that calls for mention in order. to complete
the pieture of the living-standard-ef-Gzechoslovakia is housing. .
True, rents charged by the State are low; but the average citizen
has only an area of 9 square metres to live in (plenning regards.
12 square metres gs the "optimum", seldom achieved), while because
of lack of maintenance, especially in the provinces, premises are-
very often in a deplorable state,

124, Nor can it be said that any substantlal improvement has
been made since 1948 in the inhabitants' hiving conditions. Wages
and -pensions - the only source of income they can have - have
certainly risen semewhat of recent years; but prices of consumer
goods and housing have risen simultaneously in the same prnportion,

’ ,'-'C.o Wage§

ﬂ 125, ‘The following table shows the progress of mverage wages
lnCzechoslovakla (in crowns per month):

1955 1957 1959 1960 1961 1962 1963
1,ﬂ5u 1,232 1,257 1,310 1,336 1,350 1,390

Itucen serve as a- basis for » brief survey of w~ges pOlicleS since
1948,

- 126 At the end of the war, the level of wages in Czecheslovakia
-was characterised by a temendous disparity between the wages paid
to a.worker in the different sectors of the economy. In particmlar,
faCtOPy workers, }abourers, and the whole body of unskilled workers -
in cther words, those who principally contributed to the advent of
sccialism - received wages capable of sustaining only a bare
minimum of livelihood, The Ccmmunist Party therefore eonsidered it
a first necessity to increase the wages of such workers in 1948-49

- 80-as to make them equal to wages paid in the other productive

sectors, The effects of this levelling-up quickly made themselves
felt. Given the uniform wage level and the shortage of workers,
manpower tended to concemtrate in those activities where work was
least arduous, abandoning the mines, agriculture, the textile
industries where automati on had not yet been introduced. '

127, In 1950, therefeore, ‘it became necessary to issue new
directlves about wages poZlicy and establish certain rules for it.
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The authorities responsible-decided to abandon the. guiding
prineiple of hours of work, hitherto.used in.determining wages,
and instedd adopted the priiciple of nnits_.of goods produced

by each workér. Tables were drawn up showing. the degree of o
qualifiaation required for a specific job, the responsibilities
and personal risks it involved, the time needed %o produce a
single unit, ahd the number of units that ¢ould be completed

in. a_tertain. period, These elements in combinstion.determined .
_the worker!swage per unit of produetion.. Abpve.a ¢ertain mimimum,
- éstablished by differént criteria according to the type: of work.
done, renumeration took on the character .of a “reward for .

production" which could’'be increased proportiona}lyvagéording tgi
the;additibnal_qnantity of goods produced, - . _ . - R

128, ‘These criteria, béing both compiiéafédiéhﬁfiackiﬁé;ih

. .~incentive, sodn proved unsatisfactory, First and foremest,

i
2 e’

. distribute the

‘the system attached little importance to the quality of the ..
findéshed preduct; in certain sectors, in fact, the worker,
mindful of the “rewards", chose to produse.a larger.number of
inferior articles instead of bothering about their firish,
.The result was a production well above the esteblished -minimum
- but of inferior guality, which compelled the Government to .
listribute "rewards for production" to the workers, thus
increasing costy and creating large stocks of unsold goods. . ...
Secondly, the system took no account whatever of the effects .. ..
~of -techriological changes on workers' productivity., 4s & .result .
of - new investment, better equipment m~de it possible t3 prodiuce
more goods in-the srme period of time; but the t-bles, being -
bagicallyfstat;c, took no account of these variations -nd mgin-
tained unchanged the minime 12id down in 1950, thus céasing to

'-.bedr any ‘relation to the real efficiency of thé factories and .

the*prbductivity‘qf the werkers,

: 129, It therefore proved necessary, around 1959, torevise
the wages system completely. The only point regarded as ---.
‘satisfactory about the criteria of remuneration adopted:in "
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*+ 1950 was their re-evaluation in money terms Of the work in: =~

certain secters such as mining, building, and metallurgy., ° -
These agtivities, 'which before the War ware among the worst:
paid, are now the best paid in Czechoslovaekia, simply becsuse
‘of the law of demand and supply of labour, which even in a ,
socialist econcmy-is Yound, if under another neme, to have

~great weight, -

130. For the other activities, important changes were made
in 1950 in the system of tables, Production minime.in the --
various sectors were first calculated afresh, and then, on the
basis of:a more advanced.technology, the time factor was intro-
duced as a corrective to the "quantitative" basis of the worker's
remuneration., .In. other words, he now .got a wage in which the
determining factors were the hours of work rether than the units
produced, and the qualkity rather than the quantity eof the units,

[N ooene ot N A R [ R
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131« A second reform concerned the system of rewards.,  This was
completely revised: whereas previously they had been awarded to
individuals, they were now given to the whole body of workers in a
particular factory on 2 basis of its cspacity to fu1f11 the obaects
of the plan, its reductlon of costs, ete, _ -

132, These changes did not, however, produce the- des1red results
in the shape of a rise in 1nd1v1dua1 productivity, snd-at the
‘beginning of 196l the authorities were at last forced to 1ntroduce
the idea of quality ®f production, which was now to take precedence
over quantity., In addition, the .importance was recognlsed of a

- greater differentiation of wages with a view to i Prov1ng .the. quallty

of goods put on the market. For this purpose, a "national payments
fund" was set up to provide the financial means needed to recompense
deserving workers by personal rewards; this was tantamount to, .
recognising the important distinction between productive work snd
work that creates Waste goods or at any rate goods of llttle ‘use for
the communlty._

Y

D.j‘ Prlces for consumer goods

133, The present method of determining remuneretlons mfkes 1t &T}
elmost impossible for the total amount of wrges, expressed in monetary
terms, to fluctuate appreciably during the yesr, this is vhy it also
enables the authorities to assess in advance the quantity of
consumer goods snd their price, according to a scale of perefences
which, obviously, is imposed by them, At this point the question
may be asked whether the wage level is determined in relation - to -
the availablity of consumer goods and their price, or whether the
price is determined in the light of average wages in the various .
sectors? The scarcity of consumer goods and the artifieial inflation
of their value created by the turnover tax lead one to think that
these two factors reciprocally condition each other,

1343 In any case, as far as the development of consumptlon is
concerned, the few statistics available about the movement of prices
of consumer goods show that they have fallen in.many sectors, . This
fact is, hovwever, in direct contrast to the findings of- the dally gwj
obserVer on the spot, namely thet prlces rise progress1ve1y at a
rate at least parallel to 1ncreases in wages and pensions,
Consequently, the average citizen's purchasing power has failed -
8s is universally, though not officially, recognised ~ to reach .
the increase in absol-ute value that the following table, 1ssued by
‘the Gzechoslovak statlstical offices, would suggest.-

E. Personal Cormg@ption

_szsgsal_gssssmszses (1948 = 100)

1950 1952 198, 1956 . 1958 1960 1962 1963 (1255)
A .~ . _ ] i Plan
120 12y 136 159 174 201 211 214 21%

According to this teble, consumption hss inereased at a rate not
unlike that found over the same period in the most advanced western
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countries — a claim which is in direct epposition to the very
small-scale development that has characterised Czechoslovak
economy during the period in question.

135, To complete the statistical picture we give below
the figures relating to the ehief consumer goods said to heve

been s0ld on the Czechoslovek market in 1963,

Meat

- .Milk

Cheese

Eggs

Lard

Butter
Vegetable oil
Flour

Rice

Sugar
Potatoes
Vegetables
Fruit

Coffee

Tea

Clething
Luxury shoes
Refrigerators
Television sets
Automobiles
Wireless sets

Consumer goods so0ld in Czechoslovakia

Unit

. 1,000 tons

million litres
1,000 tons
million units

1,000 tons
:l 1t

" "
n "
" 1"
n n
L "
" LU
1 L1

tons
1

thousand units
million pairs

thousand units
1 "

" 11
" L]

-39~

1963

L70.3
1,4L49.6
28,2
915.5
54,0
1.6
76.0
561.6
56,6
33246
967.6
L2L,6
'160.3
6,977.0
1’174’100
26,280,0
27.3
191.3
329.8

1963 =3 % of 1962

102,3
103.4
90.5
109.8
100,0
106,2
102,.3
97.9
89.3
103, 8
110.8
114.6
118,7
99.4
99.1
97.2
103,0
14,1
114,.9
89,2
103.9
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"CHAPTER VT - -

Ao, The 1963 Budget

~ 136 In Czechoslovakia only the Budget estimates are
publisned ‘and not - the final figures, The estimates for 1963
were as fodlows (1n millicn crowns): .

Revenue "fjg’125,877 €123 ,322 . m. crowns in 1962)-
Expenditure - 125, 81b 123,201 'm& ocrowns in 1962

Balance _ mpij o 62 (121 m.:crowns 1n 1962)

:The:1963 Budget therefore represents a total ‘increase of.1 77

over that for the prev1ous year

- 137 The soc1alrst sector is respon31ble for 86 50 of the'j'
revenue (86.8% in 1962).  Estimated yield of . the .turndver tax.

is 50,097 million -crowns (50,345 million in 1962). Taxes and -
dues: paid by the: opulabion represent 10% of .the total reVenue,
amountlng to- 12 7 7 mlllion crowns,(12 h98 mlllion in . 1962)

438, Expenditure is distrlbuted as follows- "'

o perfoentf -

Eer cent in 1262

'”Develoﬁnénf ofﬂfhejnationalflifﬁfn?

economy | o A: :;,Bé.{é }phwéé:G"“ o
Education health, Sport Sdeiéij .? N

serv1ces bulldlng, housing | 36 7 36. h
Defence and police S j-ﬂl_f"f . 9 o - 8 8
Adminlstratlon and JUStice o g2 L 2,2

e

There sre no important variations between 1962 and 1963; expendi—

ture on defence and social serv1ces have gone up slightly.

Tj 139. Building and tranSport including the - oncerns run by

the National Committees, receive a_ total allocativn of! 38 L83 miuion

crowns (42,550 million in 1962), div1ded as follows:.

8,334 million crowns to extractive industries and sourceSa?f'

of energy (1962 - 8 u70 million),

{fq;597fmillionﬁérowns to the 1ron and ‘steel sector ';a'-
I (1962 - 6,236 miliion); 0 ¢

1~ NATO CONFIDENTIAL
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3,800 million crowns to the chemical industry, where
special attention is paid to ferti-
lisers and petrochemicals (1962 - 4,440 m,);

5,605 million crowns to the mechanical engineering industry
(1962 ~ 6,050 million);

2,542 million crowns to building and the productlon of
~ building materlals (1962 - 3 430 milllon),

L,550 million crowns to the consumer goods and food 1ndustrles
(1962-<1,300 million);

9,047 million crowns to transport and communications
(1962 - 690 million)., -

Defence appropriations rise by L78 million crowns or 0.2%, while
the allocation for cultural and social services goes up by L.8%.

uo The budget of the Natlonal Commlttees absoros 35 711 minjan
crowns (36 583 million in 1962); of this, L8% is covered by
revenue of the National Committees themselves while the rest falls f”@
on the State, The 1963 estimates allow 49,500 million crowns e
for investments, including current upkeep.- The investment plan
for Slovakia absorbs an: appropriatlon of 10, uOO million crowns
(13,300 million in 1962), . An allocation of 5,356 million, crowns
is made for technical development and sclentlfic research '
(5,030 million in 1962), -Of this. sum, 1,742 million orowns . are
to be devoted to actual technical development which thus receives

an allocatlon 18. 87 higher than in 1962,

141 Agr1culture gets an allocation of 18,546 million crowns
(17,538 million in 1962), distributed as follows: o

1,050 million crowns to agricultural co-operatives .
(1,4l mllllon in 1962),

676 million crowns for purchase of fertilisers A s
(839 million in 1962)- B {?

1,000 million crowns (approximately) for agrlcultural
schools (928 milljon in 1962) hence

an increase of 8%).

The Ministry of Agriculture also gets a spec:al allocation of

3,557 million crowns (u 754 million in 1962} to suppicment pessible
"differences in prices. allow particular interventions and reduc—
tions, etec, Investments in agriculture are estimated at - .
10 u87 million crowns, of which u 101 milllon is for unified

anrlcultural co—operat1ves.

L2, The allocatlon for education and culture, of 9,970 million

crowns (1962 - 9,763 million), is 5.8% higher than.in 1962 for
Slovakia the increase over 19é2 is 9,5%, Health services get

NATO CONFIDENTIAL _ -1 2=



e

DECLASSIFIED - PUBLIC DISCLOSURE / DECLASSIFIE - MISE EN LECTURE PUBLIQUE

-3~ NATO CONFIDENTIAL
AC/89-WP/ 13

6 718 million crowns (6,509 million in 1962), an increase of
3. uﬂ, Estimated expendlture for health insurance is 8,100 million
crowns, an increase of 3% over 1962, and for social insurance
15, 316 mllllon crowns or 8.2%. over 1962 (When it was 14,125 million).

B. The 196l Budget

143, The Budget estlmates for 9‘4 Wwere presented to the .
National Assembly on 3ist January, 1954 by the Finance Minister,
Dvorak, in a more succinct form than those for the prev1ous year,:
It is therefore only poss:ble to give totals for the main headings
of the Budget without g01ng into details as in 1963,

(in million crowns)

1962 | 1963 | 1964
Total | % Total % Total | %
Revenue , -
Socialist economy 107,066 86.8 1108,873 «86,5 113,160 - 1 86.8
Taxes and duties .| 12,498 } 10.1 ; 12 767 10.1 | 13,105 { 10,0}
Other sources = | 3,758 | 3.4 w237 | 3.4 | L,auB | 3.2
TOTAL 123,322 {100.0 | 125,877 }100,0 {130,413 |100.0
Expenditure

Socialist economy | 64,747 | 52.6 | 65,620 | 52,2 ; 69,4L6 | 53,3
Social services, ‘ ,
health, educa~ '

tion ete, 1 ouy,831 | 36, 46,117 | 3

6.4 6.6 ; L7,177 | 36.2

Defence 10,854 1 “8.8 ) 11,332 9.0 | 10,948 | “8.l
Administration - 2,769 2.2 2,746 2,2 2 7&6 2,1
TOTAL 12%,201 |100.0 125,815 | 100,0 {130,317 {100,0

#rom the ashove it will be seen that the percentages of revenue
items differ very little, On the expernditure side, however,
expenditure on economic development has gone up by 0.9%%, while that
for defence has fallen by 0.6% in relation to the total and by 3,5%
as compared with the 1963 figure.

C. Currency

1&& The volume mfmonpy:uunr»ulttlon Tor ivhich thoere ore no
official statistics, tends to be adjusted bJ the organisms respon-
sible for regulatlng it in proportion to the value of goods
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annually estimaped by the plan, This method can give rise to
possible disparities in the relationshlip between money incirculation
and production according to the degree in which the plan's esti~
mates of production are fulfilled. If they are under-fulfilled -
as has often happened in the past - an inflationary pressure is
created, since the amount of money put in circulation is to a ’
certain extent in excess of the goods produced and available on
the market, o

145, The basic unit of the ‘monetary system is the
“Czechoslovak crovmn" (Kes,), subdivided into 100 haler, Since.
the war it has twice been the subject of currency ‘reforms, -the
first on 20th October, 1945 and the second on 10th June, 1953, .

146, The second reform introduced a new currency pegged to
gold and to the Soviet rouble, Gold parity remained fixed at
0,1234267 gr, of fine gold, while the relation with the rouble . _
became 1.880 Kes, per one Russian monetary unit, The International
Monetary Fund did not approve of the gold .parity of the Kes, and ,
consequently on 31st December, 1954, Czechoslovakia ceased to be : @w?
a member of that organization, -Czechoslovakia was the last of AL
the satellite states to anchor its currency to that of the USSR,
thus completing the rouble monetary area, Since the earlier
official gold base was 0,01773 grs, of fine gold and the exchange
rate with the rouble was Kes, 12.50, the rclationship between the
0ld and the new crown was therefore about 7 to 1. The conversion
of the old currency to the new was, however, carried out on a basis:
of 50 pre-reform Kes. to 1 new Kc. But in certain cases the -
following standards of exchange were fixed:

(i) 1 new K¢, to 5 old Kes, up to 300 Kcs, per
person (for wage-earners, pensioners, and
people having the right to a ration card);

“(1ii) 1 new Ke. to 5, 6.25 or 10, or 25 old Kc¢s,
rcspectively for sums up to 5,000, 10,000,
20,000 or 30,000 Kes,, and for savings bank Y
funds deposited before 16th May, 1953, g

Owners of ready money had to make the exchange in person and in one
single operation at a bank. Salaries, wages, pensions, and other

payments of the kind were revalued, as a result of the reform, on
a basis of 5 o0ld Kes, to 1 new Ke, : . :

147. Official rate of exchange
86,20 lire;

1,00 Ke , =

7.14 Xes, = 1,00 US dollar;

1.80 Kes, = 1,00 rouble (to December.1960);

8,00 Kes, = 1,00 new rouble (from 1st January, 1961).

148, Tourist rate of exchange

In October 1957, a special compensatory rate was intro-
duced (which in 1959 reached 100% of the official rate) for non-
commercial transactions and tourists, : :
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On a basis of this rate, quotations were as follows:

1.00 Ke.
14.28 Kes,
100,00 Kes,
100,00 Kes,

43,52 lire;
41.00 US dollar-

86.00 roubles (to 31st December, 1960):
8,60 new roubles (after 1st January,1961).

nunn

Since January 1964, an even more favourable rate of exchange has
been authorised for tourists, Above and beyond the daily rate of
expendi ture of gl per head, it allows a rate of 28,5 crowns for
every additional dollar, whlch is a rate more nearly in line with
the real purchasing power of the crown,

~L 5~ NATO CONFIDENTIAL
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CHAPTER VII
’ INDUSTRY |

A. Structure of the Gzechoslovak 1ndustrx

1&9. Czechoslovak 1ndustry 1s characterlsed by the dual.
nature of the economy, in some respects not unlike the dualism
existing ‘in Italy. .Some regions are highly: 1ndustr1alised s
the areas round Prague, Plzen and Brne - -whereas -Slovakia's: U
economy “is baséd chiefly on agrlculture and forestry,_wlth a lowla
standard of living 'and relatively widespread under~employments . -
The Czechoslovak Socialist  -Government, aware of this. unsatlsfac-
tory state of affairs, decided some time ago to. establish : ‘
industrial concérns in Slovakia.  But their plans. encountered
two obstacles, the laock of adequate 1nfrastructure and the.
difficulty of finding qualified manpower on the spot. The
origins of this dualism lie 1n the hlstory of the country s
1ndustr1al development, = _ "

150.m Bohemia and Morav1a have a: longetandmng manufacturxng -

“tradition. - Within the framework of economic¢ tinity:under: the

Habsburg.Empire,. these.regions played a foremost part. in. the ,;'_
mechaniéal engineering and.- textile- industries- .as well as in such
typical: industrles as glass - -and porcelaln.- When the Czechoslovak
Republic was “established after the first World.War, the centres. of
Prague, ‘Brno, Liberec (Reichenberg), Usti (Aussig) and Karlovy. .
Vary (Karlsbad): continued-their prosperous: development, which: was.
also malntalneddnrlngthe part;tlom.of the Republic and the: German

- occupation.- ~The Protectorate's industry worked. for the war .

economy of” "Greater Germany"; owing to its. geographlcal 81tua—'?-
tion it was unlikely to suffer from bombing and - -the Germans .

established new factories there, especially for the productlon of
synthetlc petrol.

151¢ The country in fact emerged from the war w1th most of
its productive equipment intact. Its difficultied in this" sphere
did not, therefore, stem from the need for actual “reconstruction"
(as was the case in nearly all the other Européan countrles)
they had their roots in the new political and economic sltuatlon

‘created by theé expulsion of."the Sudeten minority and the -

initiation of a vast programme of social reforms. : In the llght :
of these new needs, the Government's first decision concerned the
nationalisation of the numerous plants and factories belonging to
expelled Germans, which represented a large part of the country's
industry, trade and banking. The nationalisation of a large
proportion of economic undertakings was decreed on 28th October, 1945,
in other words before the Communist coup d'état. The date, which
falls on the anniversary of the foundation of the Republic in 1918,
is now remembered and celebrated as "Nationalisation Day". It is
on this basis that the two-year Plan for 1947-8 was successfully
initiated; it aimed at restoring industrial production rapidly to
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its pre-war level. It will be recalled that during this period
Czechoslovakia announced 1ts acceptance to participate in the
Marshall Plan, only to withdraw it spectacularly three days later
after Gottwald's hasty journey to Moscow.

152. After the coup d'état of 1948 which established the
Communist régime, industrial policy underwent a violent change,
since the Czechoslovak burgeoisie was no longer able- to- resist
the total nationalisation of industry. The bourgeoisie had
hitherto been spared during -the -measures.-carried out in the first
stages of nationalisation against the German owners; . indeed, they
had welcomed the expulsion of the German industrialists, not _
realising that this constituted a death-blow for the bourgeois -
class and its economic rdle in the country. Thus industry was
completely nationalised - although the Constitution of .
9th May, 1948, stated that private ownership of concerns employing
up to 50 workers would. be respected.  Today less than 1% of =
productlon is in private hands, 1nc1ud1ng handlcrafts concerns
going into 11qu1dat10n "because of the age" of the craftsmen

themselves. -

153. Apart from the transfer to the State of the ownership
and, admlnlstratlon -of industrial concerns, the main change 1ay in
the aims of produc¢tion, now framed in accordance with Party:
doctrines and the economic and political requlrements of the Soviet
Union. In other words, industrial production was'no longer auto-
matlcally directed towards satisfying home or 1nternat10nal export
market demands. . It now served to attain partlcular objectives:
fixed in relation to the directives of the new general policy.
Since the market economy was to be destroyed ‘the complementary
relationship of Czechoslovak economy.with that of the West had to-
be destroyed too, and all production had to be planned with a view
to the new links with the Soviet Union (and to a much lesser degree
with the other "popular democracies") and the development of heavy
industry necessary for war productlon and the "bulldlng of o

socialism",

B. - Industrial production - phy31ca1 output and plan fulfllment
up to 1963 _

(i) General performance

154, The foilow1ng table for 1937, 1948, 1960, 1962 and 1963
illustrates the development of industrial and energy productlon in

Czechoslovakla.
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Product Unit 1937 1948 1960..1962 1963
Electric power :milliard kKWh:- - - . L1 . 7.5 24.4 28.7 29.9
Coal million tons : . 16,7 : 16.7 26.2 27.2 28.3
Lignlte & peat " ¥ 18.0 23.6 58.4 69,5 72.5
Coke . . ... .., ™ oo™ o 3.5 4,3 8,5 8.9 9.0
Iron ore -: . oL U7 1.6 ha7 5.2 5.2
Steel :“'- ,I." S - i 203 206 6o8 ?96 706
Pressed steel " " 1.6 1.8 4.5 5.1 5.1
excl. pipes L L »
Sulphuric acid thousand tons 165.0 215.0 553.0 643.0 725.0
Diesel .ongines thousand HP ) - 100,0 1099.0 830.0 830.0
Machine -tools  thousand units - - 15.4 37.5 37.8 37.8
Ball-bearings million units - 1.6 37.2 L3.3 43,3
Tractors thousand units - 0.2 9.1 32.5 32.4 28.4
Lorries " " 2.0 7.2 15.9 15.5 15.5
-Automobiles © - . M. M 12,6 :18.0 56.2 64,3 . 56.5 .
“Diesel~clectric e T o
IJlOCOmOtiVGSL:=Single units e T yT8.0
Motcrcyclés;& ST LT
scooters :.thousand‘unlts ez o001 68.0°191.37°186,4 1860 "
Plate-glass : . ~million . sq.metres . 17.5 20,0 .29.1 .26.9 26.9"
Paper~ .- .thousand :tong :- .- . 246.0 260,0 13,0 1i68.0168.0
Cotton (woven) milllon metres < 3773 279.7. 463, 9 495.5 467.0.
Silk Mo M L 0 T35,0..25,0.. 601.8, 75,1 75.1.
Wool " " Al 33,0 LO.2 ‘L6, 2‘ 48,1 Lh6.8"
Footwear million pairs 55 0 6& L' 82,5 85.0 76.4°
Beer million hl. .3 8«2 At  15.7 . 15.7
TV sets thousand units - -~ 262.9 307.4235.0
Refrigerators T A R AR 7.6 132.4 181.9 221.0
Cement * .-’mlllion tons:. - 4.3 4.7 f,5,11';5.7“ff5.2b
Timber - - - - million metres - - 3«3 3t - 4O 4.0, 4.0

‘f6110w3'7"

Chemical plants thousand.-tons : - -: :v¢f”,~~' ﬂ;j ;“‘_1 74 9

155, Fulfllment of the Plan in the dlfferent sectors was as'

(in percentages)

Plan Fulfilment Plan Fulfllmentf

: 1962 1963
Combustible fuels 100, 3 101»8
Energy 96,4 . 96.7
Metallurgy and mining 97 o1 1011

. Chemical .industry . 100. 4 101.0
Heavy engineering industry 973 101.0
Engineering industry 99,0 100.6
Building materials 98.4 100.8
Consumer goods 101.5 100.2
Pood industry 97.0 100.2
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156, Avarage monthly wages in industry increased by 1.2% and
wages of workers in general by 1.6%.
(ii) Fﬁels' S | |

157 In the solid combustibles sector, coal productlon |
exceeded estimates by 2.1 million tons. .

Production Production Plan Fulfllment
1262 1963 1n
(in million tons) :

Coal~ IR 2762 - 28.3 “101.01
of which from ' o o - o
Ostrava basin h 21.5 22.3 7101.2

Brown coal ' o ) 65,2 68.5 101,.8

Lignite o ' 37 4l 0 108.1

Coke ﬁ ' 8.9 9.3 100.7

Nevertheless, difficulties of fuel supply continued in the various
branches of the economy throughout the year. - Electricity produc~
tion in 1963 was 29.9 million kWh, as against 28.7 million kWh in
1962, But the Plan for energy supply was only 98% fulfilled. -
During the first and third quarters of 1963 the development of
1ndustr1al productlon was considerably disturbed by the shortage
of power available and by interruptions in supply. However, by .
the end of the year the supply of electricity became regular as a
result of better funatloning of the power statlons, especlally the

hydraulic stations.

(111) Iron and Steel

158. ' The Plan for gross production in thls sector was fu1~~
fllled as’ a whole, thou§h steel pipes remained at the level of.
95.8% and steel at 99.5% of the planned goal. - The main: =
deficiencies are attributed to the ‘plants at Trlnec, Vitkovice -
and Kladno. - Production (in thousand tons) was as follows:

Production Production Plan Fulfilment

1962 1965 in %
Iron o 3,477 5,254 1015
P1g~1ron 5,177 - -
Steel ' 7,639 7,598 99.5
Pressed steel 5,066 5,106 100.8
Steel pipea 763 731 95.8

(1‘0“) Chemical Industry

159.  The Plan as a whole was fulfilled in 1963 (+3. u%) though
production of plastic materials remained below the planned level.
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Production’

Plan Fulfilment
1265,.. in
. Synthetic fibres (tons) 75,385 100.5
Plastic materials (tons) 94,039 © 99,1
Nitrate fertilisers
N (tons/n) 153,811 101 .1
Phosphate fertlllsers
(T/P 205) 203,191 103.1
Sulphuric acid (1000 tons) 725.1 100.2
Tyres (1000 unlts) -59& 4

. 100.0
(v) '

1
a“\-nwl

Engineerlgg and Metallurgicgl Industrz i
1€b.' Production in this branch was practlcélly normal as
regards fulfilment of the Plan. .
Plan
Nature of Product - Unit Production Production Fulfilment
PRI - L . 1232 ‘ 125§ i
: (1 crown. = 86.20 llre)
Iron-& steel industry  million | _ '
equipment = . erowns’ 891.1 0 909.3 101.8: -
Pressed: steel. equlpt. ths. tons- 6.2 4.7 96.3
Foundries equipment mllllon cr. 91.0 - -
Chemicals equipment "o1,403.7 1,36L.7  100.8 -
Cement works equipt.  ths. tons - 9.0 - : - -
gex§%1§§d§quipment million er. 796.6 aL5.5 101{1
oadbuilding A :
machinery = - - e " 241.9 -
Machin% tools units 25,672.0 21,583.0 98 3
Auvtomatic & semi- ' : . :
automatic machines : ” 2,083.0» 1,704.0 85 2»
Sowers . L 3,508.0- = = =~
Agrlcultural machinery gﬁllioni%r. 9;2;8' ;;,Zgg.i 38%06
Tractors 8. units N 28 »
Diesel engines for o
main railways units 14,0 7 .. 266.0 101.5
Electric engines for , N ,
" main railways : . 189.0 - %}g 8 }Ogog
Presses. T e 3, 100,
Electronic measuring : o 5
apparatus ! million cr. - 117 4L  100.3
Motor lorries inc- o
luding chassis t%s. un%ts éZ,B ;g.g 100.3
Motor vehicles 3 . 56. 101.1
it " - -
lotorcyeles oo mr
™V sets " " 307.4 234.5 101.2
Refrigerators " " 192.0 221.1 100.5

Y
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(vi) Building Materials

16088 TIn this branch too the Plan was generally speaking
fulfilled. But since the housebuilding programme was slowed
down in 1963 production of building materials also declined.

1963 as Produc- Produc- Plan
Product Unit %:23'T§32 tion tion Fulfilment
: 1962 1963 in %
Cement 1,000 tons 90.7 5,710 5,178 100.7
Lime " " 95.0 2,355 2,238. 95.7
Bricks million units =~ "80.%1 - 2,07% 1,680 - 100.1
Prefabricated K
sections 4,000 cu.m. 96.6 2,345 1 2;293% . 99.9
Cement pillars 1,000 units - 19 - -
(vii) Consumer Goqgg | |
161. There was a considerable decline in production in R

various branches of this industry. Moreover, the quality of many o
goods-failed to reach the required standard.,

S ‘ Produc- Produc- Plan

Product Unit ,12%QT§22 tion ~  tion Fulfilment

. 2.0 1962 1963 in % .
Wooden furni- million

ture crowns 100.2 2,584 2,594 101.5
Textiles: : :

cotton 1,000 metres 97.8 477,694 L66,971  100.5

wool . " " 97.4 48,075 46,831  100.8

linen " " 92.7 68,773 63,720 101.7

hosiery 1,000 units 10L4.6 Lu5,442 47,490 101,0
Footwear: : : o

leather 1,000 pairs 9.7 47,735 L5,268 101.1 o

rubber 1,C00 pairs 83.8 37,048 31,049 100.7 (3
Paper . tons 100.6 463,726 467,130 100,3 s

(viii) Pood Industry

162, The rate of increase in production of the food industry
was higher than that in other industries. Improvement was
especially marked. in poultry and. sugar production. . However,. ...
because of the poor quality of sugarbeet the plan for sugar was
only fulfilled to the extent of 93.7% of the planned target.
Production figures are as follows:

NATO CONFIDENTIAL =52~
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Product

Meat (fresh)
Meat products
Poultry

Milk

Butter

Unit

1,000 tons
" 1"
1t 114

million litres
1,000 tons

vegetable

fats-
White- bread
Reflned sugar
Chocolate
Alcoholic

liquors
Beer
Fruitjuices-

> Tinned foods

6.

L "
"o.on .
W
LU LA

1,000 hl.
milllon hl.

"4,000 litres
'1 OOO tons

1963 as
o of 1 2
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Produc- Produc-

Plan

tion

1262
98.7 479.7
98.9 212.2

12508 20 6 ’

101.8 1,178.7
- 115.6 . 6Lt
100.6 124.2
100.1 360.7
1071 928.0
107.9 22,6
98. 9 ‘. 37108
105.5 “15.7
103.1 ° - 9,145.0
98.5 27.2

tion Fulfilment

1262 in %
L73.7 100.4
209.9 96,2
- 25.9 112.3

1,200.0 99.0
4.1 96.7
124.2 29,7
361.0 98.4
993.6 93.7
244 100.7
13677 - 96.9
- 16.6 104.0
9,426.0- - 93.1
26.8 104.3

In 1963 difflculties caused by the exceptionally severe

winter- considerably reduced  the rate of work in industrial produc-
tion, largely owing +0. shortages in power supplies and raw
absenteeism caused by influenza

materials, as well as to workers'
Consequently, although the plan for 1963 provided for
in industrial productlon, even that modest

epidemics.

an incérease of enly 1%

target was not fulfilled in the main branches of industry. A
number’ of decisions were taken in that year to cope with the

unsatisfactory development of industrial production.

These

included the concentration of investment in industries working
mainly for export, the introduction of methods of praoduction more
fully based on automation (in an attempt to reduce difficulties
arising from the labour shortage) and efforts to speed up the
constructlon of new electric power stations.

(i) General Perfermance

16L.

‘C. Industrlal yroduction — sical output and plan fulfilment
first half 19 - A

As regards industrial production in the first half of

196&, the authorltles give the following flgures for Plan fulfilment:

Fuels
Energy

Plan Fulfilment
in. %

- . Industry in general

Metallurgy and mining
Chemical industry
Building materials

Consumer geods
Food industry

..5 F-

1964 4st half
as % of 1965 1st half

102.0
100.4
102.6
1011
103.0
101.2
102.9

104.5
105.9
109.5
108.3
110.1
107.9
100.4
102.5
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The considerable difference between productlon for the first half
of 196l and that for the same period in 1963 should cause 1little
surprise since the winter of 1962-1963 was extremely severe and

this held up production in many factories,

(ii) Iron and steel

165, Iron and steel production is also said to have achieved
a satlsfactory rate in the first half o« 1964, surpassing the

plan's targets in every sector,

. Plan Fulfilmentfin.%

Tons
Iron 2,820,000 = 101.7"
Steel 1,188,000 103.0
Pressed steel 2 765 000 103.4L -
Steel pipes "380, 000 102.3

(111) Chemlcal 1ndustry

166, Chemlcal productlon achieved the follow1ng results'

Synthetic fibres 140, 000

Plastic products L8, 71,00
‘Nitrate fertilisers 85 100
Phosphate fertillsers 113,200
Sulphuric acid : L26, u00
Truck tyres 387 000
Motorcar tyres 292,000
-Paper ' o6, 300

‘(1v) Engineering

Plan Fulfllment 1n.7

tons ‘102 0
tons 101.5
tons . 96,0
tons - 104,71 .
tons 101.2
units. - 100.,1
units 98,6

167. In the engineering an@.mechanlcal.lndustry productlcn was

as follows:

- Plan Fulfllment in %

Diesel engines 510,000 unlts ) 99.
Electric locomotives 114 units 100,0
Diesel locomotives 151 units 98.7
Buses 5,728 units 99.0
Bicycles 192,000 units 100,8
Refrigerators 119,300 units 101,0
97,900 units 94.8

Washing machines

(v) Consumer goods

168, The industries producing consumer goods were sald to have
and the food industry achieved an

fulfilled the plan by 101,2%,

increase of 2.5% over the first half of 1963.
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(vi) Energy

169, In the energy sector, the plan for coalmining was said
to be 103.2% fulfilled and that for power 101.5%.

D. The Growth of Indusiry

170. The statistics given above are summarised in the following
table showing overall industrial productien. It will be seen from
it that between 1938 and 1962 (taking 1958 = 100) the index figure
for Czechoslovak industrial production rose from 31 to 143,

1958 = 100 1938 1948 1953 1955 1957 1959 1961 1962

Czechoslovakia 31 33 N 75 90 111 135 143
France 52 55 73 8L 97 101 114 120
Federal Rep. Germany 54 27 66 85 97 108 119 131
Belgium 64 78 86 400 106 104 116 122
Austria 39 36 66 88 98 106 123 125
Netherlands L9 56 79 93 100 109 126 130
Italy L3 Ll 70 84 96 111 142 156

171. Thus the general index of industrial production registered
an enormous advance in the period under review, an advance the more
impressive when compared with the corresponding development in the
main continental European countries and in Italy. As we know,
however, Czechoslovakia had already reached quite a high
industrial level in 1938, certainly equal to the average level of
Western European countries. It is therefore clear that an almost
five-fold increase in the industrial indices of so advanced a country
ought to have produced a veritable explosion of production and pro-
ductivity, even greater than that eccurring during the same period
in Germany, France and Italy, accompanied by primary and secondary
phenomena of great importance in the economic field.

172, However, the most ob?ective and best disposed observer,
when estimating Czechoslovakia's present industrial production,
cannot accept so optimistic a view of the situation, since he does
not find confirmation of the very considerable progress claimed
either in the flow of goods coming on the home market or in a pro-
portional increase of manufactured goods for export. It may further
be mentioned that one of the most outstanding facts in Czechoslovak
economic life of recent jars has been the abandonment, in 1961-62,
of the 1960-64 Plan because of the evident impossibility of realising
the industrial objectives forecast and of the crisis experienced at
the same time by the country's economy. According to the statistics
given in the present study, and in particular from the picture
emerging fromthe last table, progress has been continuous in every
field without wavering or regressing. All this pes to confirm the
existence of occasional discrepancies between the official data and
the country's real economic situation.
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CHAPTER VIIT — AGRICULTURE

173.1Czechoslovak agrlculture is at present underg01ug a
crisis - and 4its difficulties are openly recognlsed by the Party
and the Goveérnment. These diifieulities are the logical consequence
of the following negative factors which have arlsen 1n this

field during recent years

:(a)\ transfer of manpower from the country31de to the-
- factories;
b) insuff1c1ent 1nvestment in agrlculture*~ T
¢) difficulty of reconciling a policy of product1v1ty
with the socialisation of property; -
26 . lack of incentives for production;
" (e)  semi-abandonment of the frontier areas bordered by
¢ Germany, formerly inhebited and cultivated by .
. 'Sedeten peasants;
(f) shortage of qualified admlnlstrators in the
‘agricultural co-operatives, o

This combination of causes has led to a reduction in the area
cultigated, as shown in the following table (in thousand hec-
tares) 3

1938 1951 1953 1955 1957 1959 1961 1962
8,000 7,506 7,455 7,294 7,317 7,389 7,296 7,260

174, The agricultural crisis is particularly evident in the
case of the wheat harvest, Before the last war Czechoslovakia
was seif-sufficient in wheat. At present, however, there is a
deficit between production and consumption which-can only be
filled by annual imports of 14 - 2 million tons of wheat , in-
volving an expenditure in foreign currencies eqaivalent to
some 80 milliard lire, e

175, The significance of points (a) et (b) sbove is too
obvious to need much explanation; these are, moreover, widespread
phenomena in many capitalist countrles. But it may be worth
recalling that difficulties in increasing productivity (point c¢)
are often connected with the policy of developing agricultural

co-operatives, which at present administer some 70% of the
cultivatie land. Hence the phenomencn represented by the birth
and evolution of the agricultural co-operatives is important
enough in Czechoslovakia to merit particular mention,

B, Socisligetion
176. There are at present four types of co-operatives; in

the first two t;pes the form of co-operation is-elementary and
the members receive a quota of the harvest corresponding to '
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the area they possess. In the third and fourth types of co~
operative, on the other hand, the work of cultivating the land
is organised collectively, boundarles between the fields are
done away with, and the produce of the land is divided between
the members according to the amount of work they do and, to all
intents and purposes, not on a basis of the area of land each
individual member has brought into the co-operative., It may be

.recalled. - that in the agrarian sphere .the pressure brought to

bear by the higher argans of the Party was directed in the early

days towards the complete destruction of private preperty.and. -
towards its socialisation. Consequently a campaign of intimi-

dation was initiated against recalcitrants who objected to the
introduction of co-operatives, This campaign signified, in the
economic field, withholding the necessary materials and equipment

from such recalcitrants, refusing to grant them agrarian cre-

dits, and fixing discriminatory quotas for the amount of produce

to be handed over to the authorities. But the peasants’ resis-

tance . to these actions of the Government produced negative re- gmg
sults, both political and economic, This led to a2 modification -
of the Party’s agrarian policy, which from 1956 onwards has

been based on the principle of "persuadion" rather than force.

Members who wished to return to private farming were ‘even allowed,

in theory, to Wlthdraw from the co-operatlves.

177. Cultivated land is at present divided as follows $

Number of farms Ares in'ha.

State sector o 27,887 1,346,527
Co-operative sector - e '
(J.Z.D.) 12,187 4,020,591
Private plots of members of = | '
co-operatives 630,386 : 314,134
Private farmers o 947,091 1 619 728_ )
Land belonging to towns and o €w}
in joint ownership 3,064 140,353 i
Cs ix shmant

178.'InVestment in agriculture was as follows 3

asg%_of total investment

1952 ‘ 4.9
1962 N 1501
1963 - 15.5
NATO CONFIDENTIAIL, -58-
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D.  Physieal outpub

179 Prqdubtidﬁfdf‘the méih,crops in reéent yearévwas_as

followsﬁ;:: . ) . o ) ,
1959 1960 . - 1961 11962 - 1963
"~ (in million toqb) S

Wheat , . . 1.65  1.50 1.67 . A.6L 1.

I | | h
Rye - ’ o 0.97 0.90 ' 0,99 0.92 -
Barley 1.45 1. 75 1.58 1.75 -
Oats 0.93 .1,02 0,96 0.91 -
Maize - 0.50 - . 0,57 046 .- R
Potatoes . 6.33 | 5,09 5.33 .. 5.00 . 6.39
Sugarbeet - ha95 8.37 ~ 6,89 . . 5.81  7.73

During the same period the yield in quintsls per hectare was as
follows ¢ . - '

1959 1960 1961 1962 1963

Wheat 20,9 23,3 26,0 245 . - 24.3

Rye 20.3 20,8 21.4 . 20.8 = "20.2
Barley . . . 21.9 24,8 = 22,8 ° 25,3 . 23,37
Oats v 18,4 20.4 20,6 20.1 19,6 . .
Maize 28.0 30,5 24,7 23.5 29.6 =
Potatoes 108.7 90.0 104.0 102,.6 127.2
Sugarbeet 205.6 . 346.3 280.3 228 .14 298.5

180, Between 1960 and 1963 the development of livestock has
been the following @ '

(in ooo’s) 1960 1961 1962 1963
- Cattle » 387 4,518 4,507 4,480
Pigs 5:’962 59895 5,897 5:8L|-5
Sheep 646 603 - 529 678

E. Heghaniosatiop and fertilisers

181, The number of tractors and threshing machines between
1959 and 1963 was as follows (in thousand units) :

1959 1960 1961 1962 1963

Tractors 4.3 9L.3 115.6 137.6 150,44
Threshing .
nmachines 5.7 6.3 809 9.8 1100
182, Use of fertilisers percultivated hectare of land was
as follows ¢
kg,
1959 1960 1961 1962 1963
100.3 97.1 97.6 112.0 120,0
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foulturnl perfornonce in 1963

- 183. In 1963 total agricultural production showed an increase
of 6 — 7 per cent as compared with 1962, In particular, vegetable
production rose by 15 per cent, while animal production fell by
2 per cent, largely as a result of fodder shortage, Agricultural
undertakings received a good deal of new equipment in 1963,
ineluding 12,881 tractors, 1,873 reapers, 1,163 threshing machines,
5,445 automatic fertiliser distributors, etc., But the efficiency
of existing machinery was restricted by acute shortage of spare
parts, : o

184, As to land improvement, important works of land recla-
mation were carried out over some 53,000 hectares; however owing
to labour shortage the Plan’s targets were not fulfilled, Nor was
the Plan fulfilled in respect of recruitment of new labour forces
for agriculture. In fact, instead of the 42,630 new workers envi-
saged in the Plan, only 37,351 workers went into agriculture, or
87.6 per cent of the planned quota.

185, The cereals harvest slightly exceeded the Plan’s fore-
cast (100.1 per cent), and production of potatoes, sugarbeet
(in quantity but not in quality), vegetsbles and fruit was
equally satisfactory., Milk production was 1.1 per cent below that
of 1962, while meat production remained stationary at the 1962
level. ' _
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CHAPTER IX

R . COMMUNICATION AND JRANSﬁbRa:’; o
‘A, General ‘Situation . - S TEw

186, Czechoslovakia is covered by a relatively wide network
of communications, consisting of ‘13,000 km.,. ' of. railways,
125,000 km. of roads,.nearly 3,400 km, of internal airways,
and 4,73 km, of navigable waters, Czechoslovezkia ranks fifth
among European countries in respect-of the importence of her
railways, and second as regards per capita v olume of meens of
transport. But the infrastructure of both railwrys <nd roads
is fer the most part, antiquated, belonging to _ the period between
the two world wars., There are a% present in service, 4,400
lecoumotives, 750 electric engines, end 138,000 railway wagons.
Many of these vehicles are old-fashioned (1,200 steam locomotives
are more than 4O years old), while 35 per cent of railwsy wagons,
beth goods and passenger, were constructed before 1945, The number
of automobiles is circulation is 314,000, or one'.per Y43 inhabitants,
as- against one per 13.7 in Italy, 7.2 in Germany, 5,2"'in France, etc.

187. The main role in Czechoslovak transport is played by the
railways, which absorb about 85 per-cent of the traffic, A
. particular characteristic. of the railway network is the. irregular
‘distributien of the lines, with a.greater density in the.western.
... part of the country, In recent years, in order to. facilitate.. . -
~trade with the East, it has been found necessary to divert traffic
- eaBtwards and intensify and modernise the lines in that direction,
‘Owing to the mouhtainous nature of the .country there are-numerous
"bridges and tunnels: 180 bridges and some 200 tunnels, with a
total length, respectively, of 16 km, and over 50 km,

188, Limitations on traffic are largely due to the following
factors: ,
(i) shortage of double-track lines =nd shunting lines;
(ii) slow development of electrification;

(1ii) slow speed snd restricted load of treins, due to
the worn-out state of rolling-stock and its lack
of homogeneity.

£
Lo,

A vast programme is under wey, aimed =2t increassing the potentisli~
ties of the railway system. The mein lines rre to be extended,
lines are to be electrified, diesel engines introduced, end
bridges, tunnels and rolling stocks sre to be reinfornced and
modernised., But the programme is proceeding at & very slow pace.

189, The Czechoslovak merchant navy consists at present of
11 ships, while a twelfth is under construction at a Polish ship-
year. Total tonnage, including this last vessel, is around
90,300 tons, In 1963, the merchant navy transported some
500,000 tons of goods, which gives it second place, after the
Swiss merchant navy, among the fleets of landlocked European
countries. '

DECLASSIFIED - PUBLIC DISCLOSURE / DECLASSIFIE ~MISE EN LECTURE PUBLIQUE

S NATO ‘CONFIDENTIAL




DECLASSIFIED - PUBLIC DISCLOSURE / DECLASSIFIE - MISE EN LECTURE PUBLIQUE

NATO CONFIDENTIAL -60-
AC/89-WB/1L3

B. Performance in 1964

190, In 1963, the targets fixed by the Plan for the transport
sector were not reached, as can be seen from the following figures:

A)  GOODS TRAFFIC = . million Plan fulfilment
o ' S tons in %
RaiiWayé  . - 203. 97.4
Roads e » i - .161’5 . 9606
Waterways R ' 106.7
Total 368..7 97.1
" B) ,-PASSENGER TRAFFIC million
' = | units
: Railwéys s 626.2 97.8
Roads 1 »503.2 98.7
Waterways . .. 1,0 103,0
- Total ©2,130,4 98,4

196 aSAo

of 1962

97.7
- 100,5. -

- 403,5

1 «1

The reduction in goods traffic in 1963 as compared with the previous

year is largely due to difficulties created by the weather in the

"first half of the year. To a lesser extent this decline in efficiency

- of the rail and road networks is 2lso a result of the progressive

deterioratien of rolling-stock and road vehicles, which has not been

adequately offset by the number of new units brought into serv1ce.
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CHAPVER X
FOPETCN TRADE

121, In this chapter an attempt is made to analyse
Czechoslovak roreign trade by mecans of a series of tables showing
the general develooment of trade cxchanges between 1948 and 1963,
the geographical distribtution and commodity composition of imports
end exportse -

Ao  Geogravhical distribution

192, From an cxcmiration of these data certain basic conclu-
sions can be reached. The first, concerning the countrics of
origin and decstination of the goods, is that Czechoslovak foreign
trade %oday is largely based on exchanges with the other Gommunist
countrio; (th"oemquchors of the total), in particular with the
Soviet Union. Trade with the industrialized WGQLGPH countrics
(including Japan), on the othcr hand, which in 1948 still reprcscn-
ted almost half tho total (L7% of imports, lLlL.1% of exports), had
by 1963 fallen to 17:.2% and 15.2% rcspcetively. Even trade with
the developing countries contrected between 1948 and 1963, despite
the political ccnsidcrations introduced aftcr the Communist coup
d’état into trade relations between Czechoslovakia and many coun—
tries belonging to the "Third World". Whcreas in 1948 thosce coun-
tries accounted for 16.3 per ccnt of total Czechoslovak cxports and
13 per cent of imports, in 1963 the rcspcctive pcrcentagcs were
9 2 and93o

(i) Trade with the West

193, The most obvious questlon prising from this. spectacular
change of gecographical dircection is whethcr it is a tcmporary
phenomenon or a pcrmanent onc due to structural causcse. It secems
reasonable to answer thet the general pattern cf Czcchoslovak
forecign tradc is likecliy to rcomain unchanged for a number of years,
This answer is chicfly basecd on thc reccognition that, with her
present standards of production, Czechoslovakia could not increasc
substentially her purchascs from the West because of the impessibie-

lity of supplying - beyond a certain lcvel not far off the prcscnt
one - products of intercst -to thc West. In other words, any con-
siderable increase in Czechoslovak imports from thce capitalist
countrics would encountcr a natural check, not so much for politi-
cnl reasons, but rather because of the fundemcental scarcity of mcans
of paymcnts Ior some ycars past there has, in fact, becen a genuine
diffcrence in thce quality of Czechoslovak cxports to the West and
to the East (excluding the U.S.S.R.), to thec advantage of thc West.
But only a relatively small amount of goods can be diverted today
from the gencrally easily satisfied scocialist markets to the morc
cxacting and selccetive markets of the capitalist world. This is
why any considerable increase in trade exchanges between .
Czechoslovakia and the West seems unlikely in the immediate future,
There is Jjust onc possible exception to this forccasts nemcly, the
purchase from the West of complcte industrial plants, to be
effected by means of long-tcrm credits. Thc necd to modernize the
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productive processes is widely recognizeq, and it is thgrefore
likely that Czechoslovakia, in order to import the machinery she
nceds, may ceven cencroach upon her reserves of foreign currcncy if
such purchases cannot bc completcly covered by sales of home-
produced goods.

(ii) COMECON

194, As to the types of goods invol?ed in Qzechoslovakia’s
foreign trade, it may be notcd that the itcm which has shgwn thg
greatest increase betweén 19486 and 1963, as regards both imports
and cxports, is machincry, whorcas all,§ther catyggrles have cither
diminishcd or remained preactically stgt}onary. fhlsdremarkable
expansion of exports of machinery -~ rising ﬁrcm 20.3% of totalr_
sales abroad in 1948 to L8% in 1963 -~ explaln§ Wgy Czechoslovakia
has been a constant and vigorous defender of uOM&CON» Indeced a
large. proportion of these salcs are made to the Bastern bloc, ﬁs
a rcsult of the "socialist" division gf lgbour sponsored by QOnECON.
If this situation werc to alter materially - in accordance with
the Rumanian line, for instance - Czechoslovakia would have to try
to place her manufactures to a much greater extent in the West,
which, by rceason of their quality and lack of tcchnical up-to-date-
ness, would be very difficult to do. Hence the pro-COMECON attitude
always energetically adopted by Prague.

(1i1) Developing countries

195« Special mention must also be made of the principles go~
verning trade betwcen Czechoslovakia and the so-called developing
countries. Among the pcculiar aspects of these tradce rclations ares

(a) the granting of long-term credits by the Czechoslovak
financial authoritics, at a rate of interest of about
2-2% per cent;

(b) the fixing of unchanging yearly prices for both pur-
chase and sale; 1in other words, thesc prices are not
subject to seasonal fluctuation or modifications due
to the terms of trade;

(¢) the frequent acceptance by Czechas lovakia of stocks
of goods in counterpart for her sales which cannot
casily be transformed or merkcted within the country.

The composition of Czechoslovak exports to these countries consists
as to 50% of capital goods, 20% manufactured goods, and 30% of
chemical products, foodstuffs, etece The underveloped countries with
which the volume of trade cxchanges is at present highest are
Lirgentina, Brazil, Ghana, India, Indoncsia, Mali, etce
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196. Finally, from such data ag it lias been possible to obtain,
and which it is hoped are. accurate, .it would appcar that aid given
by Czechoslovakia to under-developed countries hes developed in
the manner shown in the following table. The total sumsrefer to

- industrial credits or dircet loansg grantcd, but it is not known -
. ’how much.of these sums have been actually utilized or distributcd.

ACzechés;pvak aid to Communist and:Underdecveloped Countries

. (in million dollars)

Communist countries . ~v3nda§developed countries Tot§;

1953 - 1.0 1.0
1954 - | . 5.0 5.0
1955 = 3065 3045
1956 1040 - i10.7 - 120.7
1957 11245 | | 28,0 14045
1958 - | 30.7 30.7
1959 25,0 134.0 159.0
1960 12540 - 152.3 .. 2773
1961 130.0 v | 154 2814
1962 '128.0 7 w02 278.2
TOTAL 53045 . 196:8 1,327.3

-If these figures corréspond té ‘the facts, during the period in

question every Czechoslovak must have provided the underdeveloped
countries with something like a hundred dollars, a per capita

figurc almost double, so one is told in Prague, the burden borne for
the same purposc by the Sovict cdtizens
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Development of Czechoslovak Foreign Trade

1948 -~ 1963

TOTAL

Communist
countries Turnover

QOther
countries

Turnover
|Imports

Exports
Balance

Imports
Exports
Balance

Exports
Balance

-

1948

1953

1958 | 1960 | 1961

1962

1963

10,328

L4, 906
5,422
+ 516

4,098
1,949
2,149
+ 200

Turnoversb, 230
Imports | 2,957

3,273
+ 316

13,483

7,153
+ 823

10,578
4,992
5,587
+ 595

2,904
1,338
1,566
+ 228

6,330]

4

20, 667
9,772
10,895
+4,123

14,574
6,893
7,681
+ 788

6,893
2,879
3,214
+ 335

13,072
13,892
+ 820

19,357
9,316
10, 0l41
+ 725

7,607
3,756
3,851
+ 95

(in million crowns)

26,964 129,303

14,570
14,733
+ 163

20,432
10,0L5
10,387

L,525
4,346
- 179

+ 342

8,871}

30,697
14, 904
15,793
+ 889

22,775
11,034
11, 741,
+ 707

7,922
t 3,870
L,052
+ 182

33,277
15,554
17,723
+2,169

2,819
+1,9U5

8,458
L,117
b, 341
+ 224

11,437
13,382}
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Devyelopment of Czechoslovak Foreign Trade

1948~ 1963
1948 = 100
19L.8 1953 | 1958 1960 1961 1962 1963
TOTAL, Turnover 100 130 200 261 28L 297 322
Imports 100 129 199 266 297 304 317
Exports 100 132 201 256 272 291 327
Communist '
COoun-- :
tries Turnover 100 258 356 L72 1199 ‘556 | 605
Imports 100 256 254 478 515 566 587
Exports 100 | 260 | 357 | L67 § L83 546 | 623
Other :
coun-- . L )
tries Turnover 100 L7 98 122 1042 127 136
. Imports 100 45 97 127 153 131 138
- Exports 100 L8 98 118 133 124 133
Development of Czechoslovak Foreign Trade
with main areas
. 1048 = 100
N laous | 1953 | 1958 |1960 | 1961 | 1962 |1963 |
TOTAL 100 130 200 261 28l 297 322
- Communist
countries 100 | 258 356 L72 499 556 605 -
QOther countries
of which :
{(i) Industrialised “
countries 100 43 80 102 118 107 114
- of which :
European v
countries: 100 L6 86 05 {20 | 143 - | 105
(11)Develop1ng g
countries 100 59 150 185 216 4190 202
of which 3 ’
Asian
countries 100 57 141 181 194 191 - 202
African
~ countries 100 69 209 210 330 250 286
American | "
countries 100 53 131 170 157 153 132
-67~ NATO CONFIDENTIAL'
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Geographical Structure of Czechoslovak Foreign Trade

in percentages

DECLASSHHED—IWHHJCIHSCLOSURE/DECLASSHHE-NﬂSEIﬂQLECTUREIWHHJQUE

1948 11953 | 1958 | 1960 | 1961 | 1962 | 1963
TOTAL 100 100 100 100 1100 100 100
Communist o
countries 39.6) 78.5{ 70,5 | 71.8 69.7 7h.2 1 7h.6
Other countries ' ‘
of which 60.4 21.5 29.5 28,2 30.3. 25,8 25.4
(1) Industria-—
lised
countries hs.71 14.9% 18.1 17.8 19.0 16.4 | 16,2
of which:
European
countries 38,9 13.6| 16.7 | 15.7 16.5 14.8 | 14.3
(ii) Developing
countries 0.7 6.6 11.4 | 10.4 11.3 | - 9.4 9,2
of which:
Asian. . . . R
countries 7.5 3.3 5.3 5.2 5.2 | L.6 bho7
African
countries 3.l 1.8 3.6 2.8 4.0 2.9 361
American
countries 3.8 1.5 2.5 2.4 2.1 1.9 .l
Geographical Structure of Czechoslovak Imports
A in percentages
TOTAL 100 100 100 100 100 100 100
Communist
countries 39.7 | 78.9 | 70.5 | 71.3 68.9 4.0 | 73.5
Other coun-
tries of which § 60.3 | 21.1 | 29.5 | 28.7 31.1 26.0 | 26.5
(i) Industriali-|
sed countries . ’
of which 3 | L47.3 | 14.9 | 19.5 | 18.9 | 204 | 17.6 | 17.2
European
: countries: 39.9 | 13.5 | 18.2 | 16.5 16.9 15.9 § 1429
(ii)Developing ' ,
COuIl’tI‘i&g 1390 6¢2 1090 908 1007 ’ 80& 903
of which: R
Asian '
countries 5.5 3.3 4.5 5.3 L5 3.6 | L.b
African
countries 3.7 1.6 |- 3.0 2.5 Lo | 2.8 3,0
American
countries 3.8 1.3 2,5 2,0 2.2 2.0 1,7
NATO CONFIDENTIAL ~68~
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ical Stricture of Czechoslovak Exports

in nercenhage

(T8 1953 | 1958 1960|1961 1952|1963
TOTAL 100 | 100 | 100 100 | 100 | 100 | ‘00
Communist : R . 1
countries 39.6F 78.1 1 70.5| 72.3{ 70.5 7h 3] 75.5
Other
countries 60.4 21,9 29.5 27.7 29.5 25.7 24,5
of which :
;_-- v Wi, 1| 4.9 | 17.0) 16.6] 17.7] 15.3} 15.3
of wh*eh H
European .
countries 33,0 13.8 | 15.44 14.9) ~16.1| 13.8| 13.7
(i1)Developing _
eouniries 16.3 7.0 12.5 11.1} 11.81 10.4 9,2
Of hhlbh : :
Asian
countries 9.3 3.3 5.9 5.2 5.8 5.5 4.7
Afprican : ‘
- countries 3.2 | 2.0 L.2 3.0 L.0 3.0 3.1
American
| courttries 3.8 1.7 | 2.4 1 2.9 2.0 1.9 1.t

197, 1t . will Tte seen from.*héce figures that Czechoslovak
¢orpign trade 1ngxeased by % in 1963, as compared with 1962;

trade with
by 12%,

"capl*allst" countries by 7%.

the USSR “and the other communis
trade with the devsloping countrles by 6, 2% and W1tn the

count

ries ;ncreiaea

198, Czechoslovekia’s main trading partners en 1963 were the

“ following 3

USSR

Soviet~occcupied z

of CGermany

Poiand .

Hungary

Rumenia

Bulgaria

United Kingdon

Federal Repuvblic
of Germany

Cuta

Yugoslavia

India

Austria

Egypt

italy

France

Netherlands

Communist China

Sweden
w59_

Turnover (in million erowns)

one

12,953

3,274
2 460

2,043 -

1, 106

1 075
963

878
788
500
479
162
L0
L35
336
277
276
207
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B, Commodity Compositicn
Development of Czechoslovak Imports
by categories of merchandise
in million crowns
i [19L8 | 1953 1958 1960 | 1961 ] 1962 15963 - ]
| IMPORTS 4,906 6,330 9,772 | 13,072} 14,570 14, 90Ut 15,554
{ of which 3 ’ _
I. Machinery 335 889 1,825 | 2,831 1| 3,4L26{ 3,903} 3,978
ITI.Raw materials,
chemical pro-—
ducts & buil~
ding materi-
als 2,770 { 3,433| 5,326 | 6,906 | 7,836 7,589| 7,759
III.Livestock 9 L 3 9 4 3 2
IV, Foodstuff (1,639 |1,908} 2,281 | 2,885 | 2,680} 2,763} 3,226
V. Consumer
goods 133 96 337 Ll €2y 6L6 589
Development of Czechoslovak Exports
: by categories of merchandige
; in million crowns
1ou8 1953 1958 1960 11961 1962 1963
TOTAL | -
EXDORTS 5,422 | 7,153 110,895 13,892 |14,733 (15,793 {17,723
of which: .
I. Machinery 1,099 13,031\ 4,725 |6,266 | 6,567 7,517 8,474
1I.Raw materials,
chemical pro-
ducts & buil-
ding materi- ‘ .
als 2,361 (2,637 13,391 {4,115 | 4,369 | L,u57{ 4,829
IITI.Livestock 1 1 6 11 13 19 16
IV.Foodstufsf 298 613 769 723 903% 7531 1,161
V. Consumer
goods 1,663 | 871 | 2,0u4 {2,777 | 2,881 {3,047} 3,243
NATQO CONRFIDENTIAL
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Development of Czechoslovak Exnports

-

by nategorizs of merchandise

g

T
iI.

i,
V.

- ding meteri

als, chew
mical pro-
duets & bul
als
Livastock
Roedetuff

Sonsumer
goodads

1948

TOTATL, IMPORTS | 100
of wnich:
Machinery 100
Raw materi-

1“

100
100
100

100

AT e o asgm-

195%
129

250

2L

s
116

1ch8 = 100
in million crowns
1958 | 1960
199 266
514 798
192 2504
33 100
140 176
o5l | 332

72

1961 1962 1963

297 30L 317

965 '§ 1,100 | 1,121

283 274 280
by 33 | 22
164 169 197

L69 | uL86 482

evelopment

of Czechoslovak Exports

by casegories of merchandisse

1948 = 100
in million crowns

| 1548
TQTAL _EXPORTS | 100
‘ of which:
I. Machinery 100
II, Raw nmate-
rials, che-
mical pro-
ducts &
building
materials 100
IIT.Livestock | 100
IV. Foodstuff 100
V. Congsumer
goods 100

1953
132

276

111
100
206

52

1558

430

103
600
258

121

201 .

1960
256

570

172
1,100
242

170

1961 1962 .| 1963
272 | 291 | 327

598 6a | 771

185 189 205
1,300 {1,900 {1,600
303 253 389

175} 183 195

71
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STRUCTURE OF CZECHOSLOVAK IMPORTS

In percentages

!

L 1948 | 19531 1958} 19601 19611 1962! 1963

§"‘OTAL IMPORTS 100 100 100 100 100 100 100

g of which:

% I. Machinery Te2 1 et} 18,71 21.6] 23.5{ 26,2{ 25,5

3 I, Raw‘materials,

¢ chemicel products & | 56.51{ 54.21 54.5] 52.9 | 53.8} %0.9} 49,9

building materials . 3

{IT. Livestock 0.2 0.1 0.0] 0.1 0.0} 0.0} 0.0
IV, Foodstuff 33,4 f 30,11 22,31 22,0 {18,4} 18.5} 20.8
V. Consumer goods 2,71 1.5 3. 3.4 | L.3) L.t 3.8

STRUCTURE OF CZECHOSLOVAK FXPORTS

In percentages

DECLASSIFIED - PUBLIC DISCLOSURE / DECLASSIFIE - MISE EN LECTURE PUBLIQUE

1948 | 1953 11958 | 1960 11961 11962 | 1962]
TOTAL EXPORTS 100 | 100 100 100 100 100 100
‘ ef which: 1
- I, Machinery 20,3 (42,4 {434 [45.1 {4l.5 [ L7.6 {L48.0
II. Raw materials, '
chemical products, 43,5 {36.8 {31,1 {29.6 |29.7 28,2 |27.2
& building materials
IIIo LiVGStOCK 0,0 ‘ 0.0 0¢O 001 001 041 O:‘"
IV. Foodstuff 5.5 1 8.6 | 7.1 | 5.2 { 6,1} L.8 | 6.5
V. Consumer goods 30,7 {12.2 18,4 |20.0 19,6 119,3 ;18,2
NATO CONFIDENTIAL ~72~
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CHAPTER XTI

TOURISM

199. According to information published in Prague sbout the
movement of tourists to and from Czechoslovakia, in 1963 over
800,000 foreigners (with no distinction between Bast and West)
visited thc country, as against 650,000 in 1962, Between 1 January
and 30 June 196l, thanks largely to thc authoritics’ decision to
sinplify the procedure for granting entry visas, the figurc is
said to have risen to 1,400,000, of whom over 300,000 came from
the West, and in particular from Austria (190,000) and thc Federal
Republic of Germany (80,000). During thc samc period 700,000
Czechogslovak citizens are said to have gone abroad, several tcns
of thousands of whom went to thc West. In July 1964 alone,
17,740 Czechoslovak citizcns are said to have crossed thc frontier
to spend their holidays in a Westcrn country.

200s, The Czechoslovak Goveranment is anxious to obtain hard
foreign currcncies and is thereforc making considerable efforts to
increcase tourism from the West. This is onc rcason for the more li-
beral arrangemcnts adoptcd since the beginning of 1964 with regard
to entry visas. A definitc if modest progremme for improving
facilitics for the rcception of forecign toursits is alsc being
carricd out. However, in vicw of the dceplorablc state of roads: _
and railways in Czechoslovakia, the obvious inadequacy of its hotel -
arrangcments, and thc poor quality of food generally provided in
restaurants, it sccems unlikely that in thc¢ immediate futurc forecign
tourism in Czechoslovakia will far surpass thc figure already
recached following the opcning of the fronticrs in 1964. That
figurc is in fact very ncar the absolute limit for which the
country could cater.

201l. Visits of Czechoslovak citizcens to the West, on the other
hand, can only bc made in accordance with two formulas:

(a) collcetive journcys organized by the State agency
CEDOK. The tourist is allowed forcign currency up
to a maximum of about $18 pcr person. The remainder
of his expenscs abroad are met dircctly by CEDOK
against payment made at homc by the tourist in Czech
crowns;

(b) individual journeys. These arc authorizcd only on
invitation, i.c. following a dcclaration by a
citigen of a Western country that 211 the
Czechoslovak toursit’s expenscs abroad will be
defreyed by his host in the West. In this case too
the Czcchoslovak tourist is autnorized to take
foreign currcncy abroad with him up to the vealue
of $18.

202+ These administrative and currcency rcestrictions, cven if
lcss stringent today than in the past (thc passport concession on
receipt of an invitation from the West is a reccnt measurc), obvios-
ly represent a powerful chcck on the expansion of Czechoslovak tou-
rism to the West. Figures have not so far been relcased concerning
the flow of foreign currency arising from the tourist movenent
from and to Czechoslovakiae.

~73- N.TO C OFFIDENTILTL,
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CONCLUSION

203+ The first general conclusion that can bc drawn from the
information and data contained in the present study is that
Czechoslovekia is a country which (bearing in mind the provisos
mentioned in thc chapter on Standard of Living) must be dcfined as
socially advanced, wcll equipped with raw matcrials and manufac—
turing industries, and adequately cendowed with skilled manpowere.

"But since it is governed by a’'rcgime with social rather than pro-

ductive aims and background (1), it odes not mancge to yield, in
economic terms, as much as might justifiably be cxpected given its

potential possibilitiecs.

204+ The lines of economic policy adopted in Czechosloveokia,
and their limitations and lacunse, havé beén described in Chapter II

"of the present study, and there is no nced to rcpeat what was said

there. But some conclusions may be summarized in order to draw
together the threads of a wide subject that does not readily lend

“itself to Synthotic trcatment.

205. The first prhase in Czechoslovakia’s economy, which
lasted right through from the coup d’état until 1963, was
characterized by the most meticulous application of traditional
Marxist principles. The salient points of this economic policy
werc the following @ _ '

(a) the establishment of an cconomic regime which was
as far &s possible autarchic within the orbit of
the communist countrics, and heavily depecndent upon
the economy of the U.S.8.R.;

(v) national economic planning based on thc development
of heavy industry and the production of capital
goods, while production of consumer goods was rcle-
gated to second place;

(c) a production of a quantitative and highly diversi~
fied character (espccially in the engincering branch),
not qualitative or specialized;

(d) very little differentiation in wages and practically
no personal economic incentives for descrving indi-
vidual managers, technicians, or workers;

(e) selection of management, as well as of candidates
for the universitics, according to their political
orthodoxy and social origins, rathcer than on the
basis of their individual aptitude or intcllectual
standard;

(£f) discouragement of savings, which were regarded almost
as an anti-social phenomenon;

. =15~ NATO CONFIDENTILL
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(g) planncd trensfer of workers from agriculture to
industry, with the incidental aim of wecakening the
peasant class, regarded as basically conservative;

(h) absolute complience with Soviet directives in the
matter of affording considerable aid to undcr-
developed countries.

206, In the last months of 1963 an anti-dogmatic change came
about which haos lasted until today.
charascterized by the follow1ng features:

This second phose socns to be

(a) recognition of the need to turn to the West for
supplics of industrial goods and long-term credits.
Relotions with the other COMECON countries (exclu-
ding U.S.8.R.) have been put on & footing of a
certain dcegrec of national frecedom in taking deci-

sions;

(b) economic planning based on a greater rcgard for the

actual needs of the country’s economy, which in
practice mcans a drive for production of consumer
as well as othecr goods;

(¢) quality, not just guantity, of production, and
specialization rather than le@PSlflCatlon over a
too wide range of goods;

(a) introduction of thc principle of pcrsonal incentives

to obtain incrcased and improved production.

differentiation in wages sacording to the importance
as well as the soc1al and technical usefulness of

each jobj

(e) greater wecight to be attached to the individual’s

professional and technical capabilities in deter—
mining his career and admission to awmiversity; 5

pa

(f) planned return to agriculture of manpower prcviously
transferred to industry and administration;

(e) encouragecment of saving, with the implicit aim of
reducing thc volume of money in circulation and hence
also consumption} :

(h) trend towards reduction of the excessive burden
hitherto put on thc balance of payments by aid to
underdeveloped countriecs
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207« Despite the new trends now emcrging, certain necds and

unsolved problems still persist in Czechoslovakia’s economy. The
main ones appear to be the following @

(a) the modernization of many industrics. This aim can
be achieved chiefly through obtaining supplies and
long-term financing from the West;

(b) increased productivity of manpower, which is at pre-
sent very low as comparcd with Western stondards;
this should be achieved basically by mcans of the
new "fund for rewards" which should provide the
finence neccded to reward tcchnicians and workers
who heve distinguishcd themselves by guantitative
and qualitative incrcascs of productiong

(¢) re-transfer of some industrial manpower to work in
agriculturce. This is not casy to cffect because of
the proccss of urbanization which has taken place

" in Czcchoslovakia, &s in all the industrial coun-
tries, and which secms difficult to reverse;

(d) elimination of stocks of unsold goods. This aim is
- also difficult to achiecve since production is deter-
mined by planning drawn up at the beginning of each
year, which therefore cannot Tollow the Ffluctuations

of actual decmand, as is the case in a market economye.
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208 The following consideration may be mentioned in conclu-
sion. As we know, in every economy therc mey be various ncgative
factors which prevent the attainment of a full measure of pro-
duction. In Czechoslovakia the main shortcoming at present scems
to be of a human rather than of a technical or financial charac-
tere The individual, in feet, finds himsclf, as a rcsult of the
revolution of 1948, deprived of goals towards which to work, such
as the so-called bourgecis incentives. In other words, cver
since the Communist coup d’état he has lacked all the subjective
aims characteristic of a liberal society (savings, social posi-
tion, the possibility of leaving an inheritance for his children)
which act as a stimulus to personal activity and thcrefore
become translated into a collcective dynamic action in the
national cconomic life.

209, In the so-called "Stalinist" pcriod immediately
following thc coup a’état (1S49-1959) such individual utilitarian
stimuli of a socisl kind were at least partially rcplaced, as a
determining factor towards inducing a man to work heard, by t@e
omniprescnce of a strictly coercive and rigidly punitive recgime,
chich made it dangerous for the individual to attcmpt to withdraw

=77~ NATO_CONFIDENTI.L
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from the productive duties imposed on him by the socialist societye.
Gradually relaxing the strict regimentation of the wofker from

1960 onwards in a move towards de-stalinization, the regime was

not in a position to replace' individual initiative (a manifestation
of the vanished liberal world) or ruthless regimentation (a
characteristic of a now practically outworn dogmatic Marxism) by
other elemcnts capable of catalysing and galvanising man’s encrgy -
for instance by a dynamic idealism of an ethical-mystical kind,
capable of arousing enthusiasm and devotion and directed towards

a collective ceause believed to be progressive.

210. In short, from what has been said the conclusion may be
drawn that Czechoslovak society today cannot make use, as regards ¢
the masses, of any particular human incentives - whether of an
egoistic, intimidating, or idealistic naturc. Hence the indivi-
dual’s unwillingncss to participatc psychologically or feel in- o
volved morally in the productive life of the country, with the
result that productive 1life seems to lack its truc motive force, {”}
made up of man’s intelligence, willingness, and crcative power in M
carrying out thc duties allotted to him. As long as that gep is
not filled, we may concludc, it 1s easy to predict that neither more
rational planning, nor injection of new capital, nor grecater
modcernization of thc productive processes will be able to prevent
this economy from continuing to proceed only haltingly, more or

"less as it does today, in the majority of its vital manifestationse.

OTAN/NATO,
Paris, XVie.

NATO CONFIDENTIAL




UBLIQUE

~

L]

/ DECLASSIFIE ~MISE EN LECTURE P

g

DECLASSIFIED - PUBLIC DISCLOSURE

~79~ NATO CONFIDENTIAL
ANNEX to :
AC/39-Wb/1L3

ANNEX

RECENT DEVELOPMENTS IN ECONOMIC THINKING AND POLICIES
IN CZECHOSLOVAKIA

When the Czechoslovak Communist Party in a well-known
declaraticn recently praised the work done by Khrushchev, it was
in fact officially giving the green light to the process of economic
revisionism which, in the course of the previous few months, had
begun to manifest itself in the USSR nd in other Eastern countries
but which:in Prague had still been confined to a few discussions
between specialists and remained limited to their narrow circle,

2, What had been said in public previously on this matter
was almost exclusively represented by a declaration mede in
September by President Novetny accerding to which a complete
reorganizgation of the national economy would take place before
the implementation of the new Five-year plan (1966-70). Such
a reozgenization, added Mr, Novotny, should be bssed on a wider
delegation of powers to the producing enterprises, the performance
of which would then be Jjudged, amongst other things, on the basis
of the financial results obtsined, that is according to their
success in balancing their budget. No comment wes officially .
mede on these statements which, though interesting, were somewhat
obscure. Suddenly, in the days following the fall of Khrushchev,
an unexpected number of public statements were made illustrating
a fundamental change in economic thinking: (a) in 2n interview
given by Professor Sik, Director of the Institute for Economic
Research in Prague, to the monthly “"Nova MHysl": (b) in en
editorial Whlch was published by the Party org-n "Rude Pravo".

3a In these articles,crn be found in the first plemce the
assertion — made repeatedly and at length - on the fazilure of the
Marxist methods of rigid planning used until now =nd on the need
to introduce in the productive activities of the nation new
operating principles' very similar to those of a market economy,.

L., For instance, it is stated in "Rude Pravo" that the
econonic methods followed since 1948 can only be applied usefully
at a certain stage of development which has now been left behind
by Czechuslovakia, and that in the present stage of development
they do not give sufficient incentives to encourage a substantial
incresase in productivity or a gualitative improvement of production,

5. For his part, Professor Sik affirms, quite bhluntly,
that it is now indispensable to adopt economic methods entirely
different from those which are employed at present, and that it
is illogical to impose limitations, as certain economic and
political leaders of the country would wish, to economic develop-
ment and to the practical use of economic 331ence. Marxmsm/Leninlsm
must no longer be interpreted, according to Professor Sik, as a
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set of immutable doctrines which are then translested into " a

compulsory model of socialist economy'., Furthermore, the ideo-
logical prejudice according to which socialist production cannot
be influenced or regulsted by market forces is snother remnant
of the Stalinist period.

6. This is an sttitude which is completely snti-conformist
and anti—-dogmatic with regard to economic matters. The extent of
this change in thinking is elso underlined by "Rude Pravo" which,
in further comments, states that "never since the nstionalisations
(193,5-48) has the Czechoslevak economy been faced with a task of
such great importance implying deep and fundamental changes in the
methods adopted by it",

7. Detailed examination of the new plans reveals the
following changes:

(a) Planning will be elaborated in the future after taking into

account the actual data given by the various industrial,
agricultural and commercial enterprises, In other words,
the central planning organs (which, as is well-known,
‘until now dictated to the smallest detall the production
targets of each single producing unit) will limit them-
selves to giving the essential lines for the economic
development of the country, while leaving to the
productive organisms considerable freedom of action,
Furthgrmore, the plan will no longer lay stress on the
quantitative aspect of production but on the qualitative
one, and the justification of the productive prccesses
adopted will have to be based on their competitiveness,
efflclency and suitability for the market., Whilst it
will bg left to the firms to sct in complete freedom
according to yardsticks and methods based on criteria

of competitiveness and productivity, the plesnners in
Prague will heve the possibility to: ' '

- decide on the merits of investment projects of
particular importance;

- prescribe the n-ture of the production which must be
entrusted to the major enterprises; '

— Tfix prices and basic sslaries;

- iqtervene when emergency situations wecur which could
affect the production of goods for which there is an

urgent need either on the home or on the export market;

- regglate.thg flow of investments from the state to the -
various individual enterprises which will have, however,

to cover their running costs and their investments by

the sale of their production exactly zs in the so-cclled

capitalist economies.
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(c)

.- only. therefore be assumed that the solution of this
. -important problem will be sought by enabling the
-various enterprises to give special grants to those

-84 - NATO CONFIDENTIAL
ANNEX %10
KC/89=/p/143

4As régards price policy, it will move away from its

present immobility and will at long last take asccount
of market conditions, Three categories of prices will
be progressively introduced:

~ fixed prices determined by the centrsl authority

end applicable to basic foodstuffs, to essential
raw materials, to rents and to fuels;

-~ maximum and minimum prices for certain other
products (standard products) fixed by the central
- authority; =~ ST

. = free prices which will move according to the lsaw

of supply a2nd demand.

It is known thet one tﬁe,méin'limitrtions of the
economic -system rdopted until now in Czechoslovakia
has been the low productivity of l-bour. The new

- system of menegement and plrnning of the nrtional

economy will have, therefore, to favour & development
of scientific and technicsl research in the production

- field and also the adoption of better welfare incentives
- in favour of labourers, These new demands imply a policy
+of credit and investment to replace obsskte equipment

and introduce more advanced productive techniques, As
regards the not unimportant problem of the introduction

- of. pergonal incentives to produce more and better, the

Press only mentions what has been stated sbove., It cen

. .menggers and werkers who deserve them.

(a)

As regards invegtments, three distinct categories are
foressen: o R
-“.invesfmeﬁts of néiibnal‘intefest scheduled by the

- plan and financed by. the sgtate budget;

- 1investments in a specific industrial branch or
enterprise which will be financed through bank
credits granted in accordance with conditions
determined by the State, or by ploughing back

- of profits; = - ‘ :

"_Mé"investments mede directly by the enterprise itself

.. ;..(‘é) :

- production will also be =ffected by the deep
structural modification which the new me-sures will

thrcugthhe use of its préfits:

The bodies responsible for the organization of

© “bring ebout in the nation's economy. In perticular,

some of the msin mansgerial functions carried out
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until now by the ministries will become the responsibility
of the producing enterprises, Furthermore, it is fore-
seen that the producing units will be organized under two
basic systems: :

-~ the "combinat" which will group various enterprises
specialising in the manufacture of similar articles;

- the'"trust9,ngQu@ingmxagether the enterprises belonging
to the same productive sector.

The difference between the two definitions is somewhat
obscure; it would have been simpler to express them in
terms of vertical and horizontal integration. It is
possible, however, that this point may be further clarified
in the future by the responsible authorities,

(f) The principles which, until now, were applied to the
. external trade sector will also be revised, It is
admitted that there exits at the present time:

~ e difference between nstion-1l prices =#nd the average
of foreign prices (hationsl prices being higher);

~ the sbsence of incentives to reduce production and
distribution costs which jeopardise the competitiveness
nf Czechoslovak products on world markets;

~ the need to sell (practically to give away) certain
Czechoslovak products at prices below cost,.

In order to try and obviate such drawbacks, it is envisaged
to create organizations responsible for production and for
external trade whilst, in some cases, the enterprises
themselves will be able to buy and sell directly in
foreign markets. . o :

(g) ;nternal consumption will be the subject of new arrangements
inasmuch es the responsible ministries and state offices
will try as far as possiblé to adjust supply to public
demand, Furthermore, some enterprises will put their
products directly on the market through their own sales
organizations '

Conclusions

8a From all the new directives contained in the instructions
on economic policy, it is possible in conclusion to point opt mahy
original ideas for an economy which until now has been run 1n
accordance with Marxist orthodoxy. The principles priclaimed will
be submitted to the Centrsl Committee of the Party before the end
of the year, and the latter will certainly approve them(1). The
real problem is, however, whether these principles sre app}lcable
or not to the present productive structure of Gzeahoslovakia,

(1) The Central Committee approved these proposals at its plenary
meeting on 18th and 19th November, 1964,
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9. It is evident that the ponderousness oftgée present
tem may sct as a powerful brake on progress; U118 o
?igobiligg is due to human fectors such as positions #nd capacities
acquired long ago and to technical ones such as th? obsolete
methods of menagemend and production de ting back sixteen years.

10, It remains to be seen if and to what extent the general
situation will allow the authorities to get rid of the burden of
the methods employed until now; since these, even if considered
by everybody as a source of error and woste, are ngvertheless
inspired by the basic principles of Marxist economic theory.

11, The elimination of these methods will inevitebly weaken
gocialist beliefs and, in opening the way to changes initial}y
of an economic nszture, could easily lead to sociel =nd politiesl
upheavals., It is this fear of a possible chein reaction sparked
off by the proposed process of dismantling the Marxist productive
infrastructure which might lezd to sharp opposition from the
highest authorities in the Czechoslovak Communist Party.

12, It is perhaps because such = possibility is feared that
the official organ of the Czechoslevak Communist Party has stressed,
after presenting the new thinking, that "the system which is
being examined will not weaken the principle ef planning but,
on the contrary, will make it stronger. Furthermore, it will
allow a better demonstration of the superierity of socislism
over capitalism., The Party will supervise the correct application

of the proposed modifications and its role as leader of the nction
will therefore be enhanced".

13. Thsse are the conclusions of the Party; in this :
connection Western observers may add that, if politicel Stalinism
died a few years ago in Czechoslovakia, economic Stalinism hsas
only collapsed today and at that only in the theoreticzl field.

One can only hope that economic theory will be qguickly translated
into the daily reslity ef the productive life of the nstion
because, in this way,-the timid process of evolution sketched

out in the course of the last few years in Prague will be at
last fully completed.
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